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APPLICATION OF STANDARD TYPES OF CONSTRUCTION 
CONTRACTS IN KAZAKHSTAN 
SUMMARY 
Risk is a terminology that is widely used in daily life. There is a huge variety of 
different kinds of risks. In order to archive a goal one must be ready to manage risks 
that will arise on his way to the goal. This formula applies to any kind of goal, and 
construction industry in not an exception. Main aim of construction is to produce and 
manage necessary structures for people’s living and working environment. If one 
wants to succeed in construction then he needs to manage risks skilfully. 
Construction contracts are the basis of managing many kinds of risks that might 
arise. Correct risk allocation to the parties of the construction project is the key to 
successful execution of the project. Accurate selection of exact type of contract for 
specific project under consideration is vital for both main players – employer and 
employee. Nowadays there are various types of standard forms of contracts provided 
by a number of competent organizations recognized worldwide. Most popular are 
Institution of Civil Engineers (ICE) contracts, the Joint Contracts Tribunal (JCT) 
contracts, New Engineering Contracts (NEC), the American Institute of Architects 
(AIA) contracts, and International Federation of Consulting Engineers (FIDIC) 
contacts. All afore mentioned construction contracts are widely used not only in 
domestic construction markets, but also in international construction projects. 
Entering foreign construction market is a decision that requires deep considerations. 
The fact that international construction projects are more risky is obvious, therefore 
every construction company that decides to expand its operations overseas needs to 
consider several more risk factors, comparing to domestic projects. Globalization 
opened doors to many new markets access to which previously was closed. 
Nowadays large amount of developing countries revealed its grown capitals to the 
world and are willing to invest money in many industries, particularly, construction. 
These countries have funds, but don’t have a sufficient infrastructure and knowledge 
to fulfil their own goals. This situation gives endless opportunities to foreign 
construction companies to make a sound profit. However, this kind of business is 
related with big risks. 
Kazakhstan is one of these countries. Situated in Central Asia, Kazakhstan is among 
rapidly developing countries of the region. As it is easy to assume, country is 
experiencing lack of: qualified personnel, up to date knowledge, and latest 
technologies. The aim of this research is to evaluate usage of standard forms of 
construction contracts in Kazakhstan and difficulties related to it. 
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ULUSLARARASI İNŞAAT SÖZLEŞMELERİN KAZAKİSTAN’DA 
UYGULANMASI 
ÖZET 
Dünyanın bugünkü hale gelmesi konusunda küreselleşmenın etkisi büyüktur. 
Küreselleşme süreci önceden kapatılmış olan birçok yeni pazarlara ulaşmak için 
kapılar açtı. Bu olay, inşaat endüstisi dahil, bütün endüstrilere yeni bir itki vermiş. 
İnşaat endüstrisi daima gelişmekte olan dünyanın lider endüstilerin birisidir ve 
küreselleşme inşaat sektörü için yeni fırsatları tanıtmış. Fakat firsatlar atması ile 
birlikte riskler de artıyor. 
“Risk” günlük hayatta yaygın kullanımlı bir terminoloji. Riskin dünya kadar çeşidi 
vardır. Bir hedefi düzene getirmek için hedefe doğru alınan yolda ortaya çıkacak olan 
tüm riskleri yönetmek üzere hazır olmak lazım. Bu herhangi bir hedef türü için 
uygulanır ve tabi inşaat endüstrisi için de aynısı geçerlidir. İnşaatın temel amacı, 
insanların yaşam ve çalışma ortamı için gerekli yapılar üretmek ve yönetmektir. Eğer 
kimse inşaatta başarılı olmak istiyorsa karşılaşacağı riskleri ustaca yönetebilmesi 
gerekiyor. İnşaat sözleşmeleri, ortaya çıkabilecek olan birçok riski yönetmenin 
temelidir. İnşaat sözleşmelerin ana taraftarı İşveren ile Müteahhittir ve her ikisinin de 
kendilerine ait yükümlülükleri vardır. Proje ile ilgili risklerin neredeyse tamamı bu 
iki temel oyuncuların sorumlulukları. Bir inşaat projenin baraşarılara imza atması 
için bütün riskler sözleşme taraftarı arasında dengeli bir halde yayınlanması lazım. 
Projenin ne derecede başarılı olacağı o proje katılımcıların kendine ait riskleri ne 
kadar başarılı bir derecede yönetebilmelerine bağlı. İnşaat projesine yönelik alınan 
risklerin doğru belirlenmesi projeyi başarılı bir şekilde gerçekleştirmenin anahtarıdır. 
Tartışılmak üzere hazırlanan belirli bir proje için kesin sözleşmenin doğru seçilmesi 
işveren ve işçi olan ana oyuncuların her ikisi için de hayati önem taşımaktadır. 
Günümüzde dünya çapında tanınan yetkili kuruluşlar tarafından sağlanan standart 
sözleşmelerin çeşitli türleri vardır.  En popüler olanlar ise İnşaat Mühendisleri 
Enstitüsü (ICE) sözleşmeleri, Ortak İhale Mahkemesi (JCT) sözleşmeleri, Yeni 
Mühendislik Sözleşmeler (NEC), Amerikan Mimarlar Enstitüsü (AIA) sözleşmeleri 
ve Müşavir Mühendisler Uluslararası Federasyonu (FIDIC) sözleşmeleridir. Her 
kuruluşun farklı amaclara hedeflenen çeşitli sözleşme tipleri vardır. İnşaat 
Mühendisleri Enstitüsü altı farklı sözleşme türlerini sunuyor. Ortak İhale 
Mahkemesi’nin dokuz çeşit sözleşmeleri bulunmaktadır. Yeni Mühendislik 
Sözleşmeler kendi kontratlarını üç temel kategoriye ayrıyor: NEC3 Yapı 
Sözleşmeleri, NEC3 Servis Sözleşmeleri ve NEC3 Tedarik Sözleşmeleri. Amerikan 
Mimarlar Enstitüsü ise kendi sözleşmelerini iki ana gruba sınıflandırıyor: sözleşme 
serileri ve sözleşme aileleri. Adları geçen bütün farklı sözleşmelerin yaygın olmasına 
rağmen dünyada en çok tercih edilen Müşavir Mühendisler Uluslararası Federasyonu 
tarafından hazırlanan FIDIC sözleşmeleridir. Yukarıda belirtilen tüm inşaat 
sözleşmeleri sadece yurtiçi inşaat pazarlarında değil, aynı zamanda uluslararası 
inşaat projelerinde de kullanılmaktadır. 
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Yabancı inşaat pazarının nüfuz etmesini sağlamak derin düşünceler gerektiren bir 
karardır. Uluslararası inşaat projelerinin daha riskli olması dolayısıyla yurtdışı 
faaliyetlerini genişletmeye karar veren her inşaat şirketi, yurtiçi projeleriyle 
karşılaştırarak, çok daha fazla risk faktörlerini dikkate almaları gerektiğini 
düşünmeleri lazım. M.Hastak ve A.Shaked uluslararası inşaat projelerde 
karşılaşabilecek riskleri üç ana kategorilere ayırmışlar: Macro veya ülke düzeydeki 
riskler – o ülkede çalışmayı hedefleyen yatırımcı karşılaşabilecek genel riskler 
tanıtımı; Piyasa düzeydeki riskler – belirli ülkenin inşaat piyasasındaki karşıya 
çıkabilecek riskler. Piyasa düzeydeki riskler Macro düzeydeki riskleri de içeriyor; 
Proje düzeydeki riskler – belirli bir piyasa kapsamında belirli bir proje ile ilgili 
riskleri inceliyor ve bu son kategori önceki iki kategori riskleri de göz önüne alıyor. 
Günümüzde birçok gelişmekte olan ülkeler dünyaya gelişen başkentlerini gösterdi ve 
birçok sanayi için, özellikle, inşaat için yatırım yapmaya hazır olduklarını ortaya 
koydu.  Bu ülkelerin maddi kaynakları yeterli olup, fakat kendi hedeflerini yerine 
getirmek için yeterli altyapıya ve bilgiye sahip olmadıkları söylenebilir. Bu durum,  
şanlı gelirleri elde etmek üzere yabancı inşaat şirketleri için sonsuz fırsatlar veriyor. 
Ancak, bu tür işler büyük bir risk ile birlikte yürür. 
Kazakistan bu ülkelerden biridir. Orta Asya'da yer alan Kazakistan, bölgenin hızla 
gelişmekte olan ülkeleri arasında yer alıyor. Doğal kaynaklara zengin olan bu ülke 
gelirlerin büyük payını doğal kaynak ihracatından kazanıyor. Ayrıca, yabancı 
yatırımcıların ülkeye katkıları da oldukça büyüktür. Kazakistan’ın en hızla büyüyen 
sektörlerin birisi inşaat endüstrisidir. İnşaat sektörünün hızlı büyümesine rağmen 
sektördeki gelişmeler yavaş bir şekilde gerçekleşiyorlar. Buna birçok neden var: 
inşaat sektörünün maddi-teknik temelin yıpranması, normatif-hukuksal temelin 
eskimesi, bilimsel-teknik temelin geride kalması önde gelen nedenler. Ülkenin 
kalifiye personel,  güncel bilgiler ve en son teknolojiler konusunda tecrübesinin 
eksiklik olduğunu söylemek kolaydır. Fakat Hükümet son yıllarda farklı gelişim 
programları yürütmeye başladı. Kazakistan Cumhuriyetin 2010-2014 yıllar arası 
hızlandırılmış endüstriel-innovasyon gelişim hükümet programı; 2010-2014 inşaat 
endüstrisi gelişimi ve Kazakistan’da yapı malzemeleri üretimi programı; ve başka 
sektörlerin gelişimin hedefleyen programlar başlatıldı. Kazakistan Cumhuriyetin 
2010-2014 yıllar arası hızlandırılmış endüstriel-innovasyon gelişim hükümet 
programın ana hedefi Kazakistan’a yapılmakta olan direkt yatırımların arttırılmasıdır. 
Kazakistan Cumhuriyeti Milli Bankası verilerine göre, bağımsızlıkta yaşanan on yedi 
yıl içinde, 1993 ile 2009 yıllar arasında, ülke ekonomisine 108,05 milyar ABD doları 
miktarında yatırım yapılmıştır. Programın diğer hedeflerin birisi de Organize Sanayi 
Bölgelerin oluşturulması. Bu konuda Türkiye’nin tecrübesi örnek olarak görünüyor. 
Bu program 2003-2015 Endüstriel ve İnnovasyon Gelişimi Stratejisi devami olarak 
değerlendirilebilir. 2010-2014 inşaat endüstrisi gelişimi ve Kazakistan’da yapı 
malzemeleri üretimi programının temel hedefleri program başlığından kolay 
anlaşılabilir, fakat hedefler bununla bitmiyor. Programın başka hedefleri: inşaatta 
kullanılan teknik mevzuatın ve standartların dünya standartlarına göre reform 
edilmesi; kentsel planlama geliştirilmesi; inşaatta üçretlendirme-fiyatlandırma 
sistemin geliştirilmesi; ve konut inşaatın daha ileri bir seviyeye çıkartılması. 
Günümüzde Kazakistan’da inşaat faaliyetleri 2225 teknik mevzuat ve standartlar ile 
ayarlanıyor. Kentsel planlama konusuna geldiğimizde ükle çapında imar planın 
olmadığı ortaya çıkıyor. 2001 yılına kadar Kazakistan’da üçretlendirme-
fiyatlandırma hesaplamaları eski Sovyetler Birliği döneminden kalan standartlar 
üzerinden yapılmıştı. 2001 yılında Kazakistan kendi tarihinde ilk kez kendi 
üçretlendirme-fiyatlandırma veri tabanı oluşturmuştır. Bu yeni veri tabanı 561 teknik 
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mevzuattan oluşuyor. Konut inşaatı canlandırmak üzere 2005-2007 yıllar arası Konut 
İnşaatı Geliştirme hükümet programı uygulanmıştı. Programın hedefı 15,8 milyon 
metre kare konut teslim edilmesi iken programın sona erme rakamları 17,9 milyon 
metre kareye ulaştı. Fakat 2008 yılında yaşanan dünya ekonomik krizi Kazakistan 
inşaat sektörünü önemli ölçüde etkiledi ve konut inşaatında bir düşüş nedeni oldu. 
2010-2014 inşaat endüstrisi gelişimi ve Kazakistan’da yapı malzemeleri üretimi 
programının ana amaçların birisi Kazakistan inşaat sektöründe kullanılmış olan 
inşaat malzamelerin yerli üretimini arttırmaktır. Bu hedefe ulaşılabilmesi için en 
büyük engel olan yapı malzemeleri fabrikaların araç gereçlerin eski olması ve 
dolaysıyla onların enerji tüketimi yüksek olmasıdır. 2008 yılında temel yapı 
mazlemelerin üretimi aşağıdaki rakamlarla temsil edilebilir: çimento – 5837 bin ton, 
önyapımlı (prekast) beton – 2713 bin ton, seramik tuğla – 450 bin metre kare, sıhhi 
tesisat gereçleri – üretilmiyor, ısı yalıtım malzemeleri – 20,8 bin ton. Aynı 2008 
yılında aynı yapı malzemelerin tüketimine geldiğimizde: çimento – 7601 bin ton, 
önyapımlı (prekast) beton – 2723 bin ton, seramik tuğla – 19534 bin metre kare, 
sıhhi tesisat gereçleri – 17,1 bin ton, ısı yalıtım malzemeleri – 63,8 bin ton rakamlar 
karşımıza geliyor. Dolaysıyla, temel yapı malzemelerin yerel üretimi yetersiz olması 
net. 
Kazakistan inşaat sektörünün güclü taraftarı: büyük pazar (Beyaz Rusya, Kazakistan 
ve Rusya Gümrük Birliği 170 milyonluk nüfuse sahip); Gelişim Enstütülerin var 
olması; zengin ham madde kaynakların var olması; yapı malzemelerin daima 
artmakta olan sabit talebi. Zayıf taraftarı ise: teknik ekipmanın düşük dereceli 
olması; araç gereçlerin yıpranma derecesinin yüksek olması; sabit varlıkların yavaş 
yenilenmesi; fabrikaların modernizasyon (yenileştirme) için sermayeleri yetersiz 
olması; üretimin enerji tüketimi ve kaynak tüketimi yüksek olması; teknik 
mevzuatlar ve standartların dünya standartları kadar gelişmemiş olması; fabrikalar 
yerleşimi dengesiz olması; inşaat sektörün mevsimsel olması; uzmanlar sayısının 
aşırı derecede yetersiz olması; ithal edilmiş olan yapı malzemelerin kontrol sistemin 
gelişmemiş olması. Hükümet inşaat sektörünün zayıf taraftarın bir kısmını yabancı 
yatırımlar aracılığıyla çözüleceğini hedefliyor ve bu nedenle yukarıda adı geçen 
yarıtım programını uygulamış. Fakat yabancı yatırımcıları çekmek için onlara 
konforlu ortam sağlamak lazım ve bu konu inşaat kontratları da kapsıyor. 
Yabancı yatırımcılar işbirliği kendileri daha önceden çalışmış olan sözleşmeler 
üzerinden yürütmeye tercih ediyorlar. Günümüzde uluslararsı projelerde tercih edilen 
sözleşmeler – FIDIC sözleşmeleridir. Kazakistan’da ise dünya çapında ünlü olan 
uluslararası sözleşmelerin kullanılımı yeni bir fenomen, dolaysıyla pek yaygın değil. 
Kullanmakta olan sözleşmelerin ezici çoğunluğu Medeni Kanun bazlı inşaat 
sözleşmeleridir. Medeni Kanunun 32. bölümü ‘Sözleşmeler’ olarak geçiyor ve adı 
geçen bölümün 2. faslı ‘İnşaat sözleşmelerin özellikleri’ olarak adlandırılıyor. 
Bahsedilmiş olan sözleşmelerin dışında diğer yaygın kullanılımlı sözleşme tipi 
‘Konut inşaatında ortaklık sözleşmesi’. Bu iki tip sözleşmeler inşaatın neredeyse 
tamamında kullanılmaktadır. Çeşitli uluslararası sözleşmelerinden kullanılmış olan 
sadece FIDIC sözleşmeleridir. Fakat FIDIC sözleşmelerin Kazakistan’da 
kullanılması ile ilgili bir takım zorluklar mevcut. Bu zorlukların ayrıntıları bu tezde 
incelenmiştir. 
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1.  INTRODUCTION 
Construction – is a craft that had always been, is and will be in demand. Industries 
such as construction involve in itself many other adjoining industries, which make 
construction – complex, therefore, requiring special treatment. Construction sector is 
constantly growing and developing industry. Globalization has a huge impact on 
internationalization of construction, which by-turn lead to faster further development 
of the industry. Doing international business is entailed with bigger opportunities, but 
at the same time with bigger risks (Han and Diekmann, 2001). Construction industry 
is inseparably linked with risks. The bigger revenue – the bigger risk that sides 
should take, especially in international construction. Risks cannot be totally avoided, 
but possibility of its raise and impacts that it might cause can be reduced. Therefore, 
risks need to be managed. Risks, however, need to be identified, quantified and 
understood if they are to be managed (Hanna et al., 2013). 
Contracts – are one of the ways to manage risks in construction. Properly chosen 
type of contract is one of key factors to successful execution of the project. In order 
to avoid complication and to keep documentations and procedures simple, 
industrially developed countries has their own standard type construction contracts. 
However, when it comes to overseas construction or participation of foreign party in 
construction project in host country, standard types of contracts for international 
construction is preferred. Nowadays there is a variety of international construction 
contracts issued by a number of widely known institutions and a federation: 
Institution of Civil Engineers offers a variety of its ICE Conditions of Contracts; The 
Joint Contracts Tribunal, has been producing standard forms of contracts since 1931, 
till nowadays; New Engineering Contract is a rather new set of construction contacts, 
launched in 1993; The American Institute of Architects is another old and respected 
organization, which offers their own types of contract documents; however, 
organization that unites the most number of countries, and whose contracts are the 
most commonly used ones worldwide is FIDIC. FIDIC is represented by a range of 
contracts, so named “rainbow suite of contracts”: the Red Book – Conditions of 
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Contract for Construction for Building and Engineering Works Designed by the 
Employer; the Yellow Book – Conditions of Contract for Plant and Design-Build; 
the Silver Book – Conditions of Contract for EPC/Turnkey Projects; the Green Book 
– Conditions of Short Form of Contract; the Pink Book – MDB/FIDIC Contract: 
FIDIC conditions incorporated in the standard bidding documents of Multilateral 
Development Banks; the Blue Book – Contract for Dredging and Reclamation 
Works; the White Book – Client/Consultant Model Services Agreement; the Gold 
Book – FIDIC Design, Build and Operate Projects; the Conditions of Subcontract for 
Construction – Conditions of Subcontract for Construction for Building and 
Engineering Works Designed by the Employer. FIDIC contracts were originally 
designed for the usage in developing countries, and Kazakhstan is one of developing 
countries. Located in Central Asia, Kazakhstan is one of rapidly growing countries of 
the region. Construction industry of Kazakhstan is still in the process of 
establishment. Country’s entry into global market opened new opportunities for both 
local and international parties of construction. Thereby, construction sector of 
Kazakhstan discovered a new source of investments. However, material and 
technical basis of construction sector, as well as scientific basis are out of date. Many 
branches of construction industry of Kazakhstan need improvements and further 
development, and contract management is among them. Domestic types of 
construction contracts do not meet international requirements. Taking into account 
the fact that nowadays Kazakhstan attracts a big amount of foreign investments, 
including investments into construction sector, contractual issues become more and 
more important. Foreign investors prefer to work via international construction 
contracts. These preferences are based on the positive experience investors gained 
during the business they previously made. It is a well-known fact that nowadays 
FIDIC types of construction contracts are the most commonly used contracts in 
construction. Use of FIDIC types of contacts in Kazakhstan started just recently. It is 
still something totally unknown for a large number of participants of construction 
process in Kazakhstan. Therefore, problems of implementation of FIDIC types of 
contracts in construction sector of Kazakhstan, as well as questions that arise during 
this process are unavoidable. This study introduces the reader to conditions of 
construction industry of Kazakhstan, to its strength, weaknesses, opportunities and 
threats, as well as to the implementations of FIDIC types of contracts and problems 
regarding it. 
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First chapter of this study gives a brief description of this thesis work. In the second 
chapter a definition of construction contracts is given; parties of construction 
contracts are mentioned; and types of construction contracts are described. Third 
chapter covers theme of risks in construction. Types of risks in construction are 
named and risk management techniques are given. Beside other types of risks in 
construction, there are risks in construction contracts, which are described in the 
same chapter. Next chapter, chapter number four introduces different widely-known 
institutes and a federation, each of which has its own, personally developed 
construction contracts. Most of aforesaid contracts are developed in order to be used 
in international construction, and country under consideration of this study is 
Kazakhstan. Chapter number five gives general information about Kazakhstan, 
introduces to its economy, and, most important, to its construction industry. 
Following chapter is fully dedicated to construction contracts used in Kazakhstan, 
including FIDIC contracts. Conclusions are recommendations might be found in the 
last chapter of the study. 
1.1 Purpose of Thesis 
Main goal of this thesis work is to study the process of implementation of 
international construction contracts in construction sector of Kazakhstan, and to 
reveal and describe difficulties connected with it. However, analyse of particular part 
of construction sector of given country won’t give a full picture of whole industry of 
that country. Thereby, firstly whole construction industry of Kazakhstan is described. 
On the score being a young independent state, Kazakhstan faces many problems and 
challenges. Construction sector is one of those problems, and construction contracts 
are one of specific problems of the industry. An international construction contract is 
a new phenomenon in construction industry. Most of participants of construction are 
unfamiliar with contracts like FIDIC. This concerns lawyers as well. An attempt to 
evaluate the process of implementation of international construction contracts was 
made in this study. 
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2.  CONSTRUCTION CONTRACTS  
2.1 What is a “Construction Contract”? 
E.Elbeltagi (2009) define “contract” as: "an agreement made between two or more 
parties which is enforceable by law to provide something in return for something else 
from a second party". Speaking of construction, mostly it is construction services in 
exchange for money. Contract sets legal obligations as well as contractual 
obligations on both parties. It is difficult, and sometimes even impossible to change 
terms and conditions of contract. Contract terminology, volume or complexity can 
vary greatly, from very simple and short to complicated and extremely long. All the 
parties of construction contract are expected to fulfil the individual obligations they 
have agreed to, as stated in a reciprocally agreed set of contract specifications. 
Thereby, a contract is needful to protect both contractor and client. As it was 
mentioned earlier, a contract is an agreement enforceable at law, however, it doesn’t 
mean that all agreements are contracts. A number of conditions need to be met in 
order an agreement to be a contract. These conditions include following elements to 
be present: 
 Competent Parties: An agreement must be made between two or more parties 
in order to be considered a contract. Moveover, parties must be competent; 
means must hold fixed legal standings; 
 Proper Subject Matter: Firstly, subject matter of a contract must be defined 
clearly, including obligations and rights of parties. Secondly, contract aim 
must not contravene law;  
 Consideration: Consideration can be defined as something of value given by 
both parties to a contract that includes them to enter into the agreement to 
exchange mutual performances; 
 Agreement: Mutual agreement is another “must” in order for a contract to be 
legitimate. Patries considered to reach agreement when offer made by one 
side represented in contract, is accepted by the other side;  
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 Proper Form: Each contract has its own terms and conditions. In order for 
parties to know their obligations and rights respective terms must be written 
in contract; 
 Consent of the Parties: The agreement must be free from: Misrepresentation, 
Duress Undue influence, etc. 
2.2 Parties in construction contracts.  
The Owner. The main party to construction contract is the Owner. The Owner can 
also be called the Client or the Employer. He is the first person to be named in the 
agreement of a construction contract. The Owner or his representative reaches an 
agreement with anoter important part of the contract – the Contractor to receive his 
services in exchange for Owner’s services. The main services that Owner provides, 
one of his main obligations is to provide funds to the Contractor in accordance with 
conditions mentioned in a given contract. Owners can be categorized as individual, 
согрогате, and government (Collier, 2000). General Conditions of almost any 
construction contract allow an Owner to make changes in design. Besides, the Owner 
has a right to terminate a contract under fixed named conditions written in contract. 
The Owner may be required by a contract’s conditions to obtain certain insurance 
coverage with a respect to the work and to related liabilities to third parties, if this 
coverage is not required to be obtained by the Contractor. If the Owner is not much 
experienced in construction, he can hire a representative to act at his behalf in any 
matters connected to the project. The Owner defines the requirements and 
specification, provides construction site, and usually provides financial resources. 
The Contractor. A Contracor is also known as Employee is a second party to 
construction contract, and also one of the main players of the project. A contractor or 
General Contractor performs certain consturction works described in contract in 
exchange for payment. Each given contract defines responsibilities of General 
Contractor, which in some cases performs only limited certain parts of the project 
with his own forces, meanwhile, the rest of the work is carried out by Subcontractors. 
Subcontactors, by-turn, enter into agreement with General Contractor. Depending on 
contract conditions subcontractors may be responsible straightly to the Owner, or on 
opposite may have no direct correlations with the Owner, therefore being responsible 
straight to the General Contractor. In the second case, for all the work done by 
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subcontractors General Contractor would be responsible to the Owner. In this case, 
General Contractor’s main duty is to organize, coordinate, and supervise the job done 
by subcontractors, including the works carried out by his own forces. In some 
contracts the General Contractor is solely a broker and manager of the 
Subcontractors who do all the construction work (Barber, 2005). Contractor holds 
responsibility for the execution of the project, as well as for the quality of executed 
works, regardless of works being executed by contractor himself, or by 
subcontractors. 
The Subcontractor. Nowadays construction projects from year to year become more 
and more complicated, therefore, there are almost no General Contractors left able to 
execute whole works of the project only by his own forces. Thereby, hiring 
subcontractors became almost inevitable. Electrical works, plumbing, roofing, civil 
engineering, cladding, piling, steelwork, and a big amount of other similar works are 
often contracted to carry out by subcontractors. A Subcontractor works for, and 
under the direction of the Contractor. Three most general types of subcontractors are 
known: 
 Local subcontractor. Main contractor chooses and appoints local 
subcontractors. 
 Nominated subcontractor. This type of subcontractors is hired by the Owner 
in order to execute some part of appointed works. Since nominated 
subcontractors are hired by the Owner, firstly they negotiate price of their 
services with the Owner, and if an agreement is reached, then General 
Contractor gets instructed by the Owner to appoint a Nominated 
subcontractor to certain works.  
 Named subcontractor. Is a subcontractor chosen by the General Contractor 
among other acceptable subcontractors picked, examined and provided by the 
Owner.  
Hiring subcontractors have both positive and negative sides to General Contractor. 
On one side, it allows General Contractor to undertake a larger number and more 
various types of construction projects, including more complicated ones, in other 
words it expands the area of action of the General Contractor. However, on the other 
hand, General Contractor can rarely have full and reliable information on 
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subcontractors’ labours’ skills, lack of which can cause more troubles to the General 
Contractor, than benefits. Level of performance of subcontractor can have a direct 
impact on the outcome of the project, affecting it either positively or negatively. 
The Designer. Term “Designer” in construction contracts defines a function rather 
than a specific person, or even a profession. Functions of Designer may vary 
depending on the character of works to be undertaken, therefore, in each specific 
project the Designer can be a representative of a different profession (Collier, 2000). 
Designer, in overwhelming majority of construction projects, is a professional 
engineer or an architect. In projects, where the work is mainly building construction, 
for the role of designer, most probably would be appointed an architect. In majority 
of projects the Designer is hired by the Owner. 
The Engineer. In different types of construction contacts issued by different 
authorities a functions of Engineer vary. FIDIC Red Book identified the Engineer as 
a member of Employer’s personnel. Engineer may be an individual or a company 
that provides such services. If the Engineer is a company, then the company should 
designate an individual to carry out the role of the Engineer. The Engineer supervises 
the construction and manages the project with limited authority. The Engineer shall 
carry out the duties specified in the Contract. Except as expressly stated in the 
Contract, the Engineer shall have no authority to relieve the Contractor of any of his 
obligations under the Contract. 
The Construction Manager. Construction Manager is comparatively new 
terminology. Contract Manager and Project Manager are two other titles that have a 
similar meaning. 
The title of Project Manager refers best to a person who during whole execution of 
the project acts exclusively on behalf of an Owner. Term “during whole execution of 
the project” includes both design phase and production phase of a development. 
Project Manager is a member of Employer’s personnel and in most cases is 
appointed before all others. Later, usually Project Manager assigns the Designer, as 
well as any other personnel hired by the Owner. Project Manager often does 
everything that an Owner would otherwise do in respect of a project. 
Generally, a duty of Contract Manager is to manage construction contract for the 
Owner. It could be one particular project, or Contract Manager can manage several 
9 
projects for the Owner. Usually assignment of Contract Manager comes after the 
appointment of the Designer. In most of the cases, Contract Manager plays no part in 
the design process. The authority that Contract Manager has is usually less than 
Construction Manager’s authority. 
Construction Manager is a title usually given to an individual or to a company expert 
in construction, construction management, and construction economics. Construction 
Manager is also among Employer’s personnel, whose main function is to manage 
construction work for the Employer. Qualified Construction Manager usually 
provides his advices during the design phase of the project. This is the reason why it 
is more useful to appoint Construction Manager before or at about the same time as 
appointing the Designer. Throughout an entire project both Designer and 
Construction Manager work together. However, due to skills and individual 
knowledge, each of them has a main role in which he is advised and supported by the 
other in a secondary role. Thus, the Designer is supported by the Construction 
Manager during the design phase, and the Construction Manager is supported by the 
Designer during the production phase of construction. 
2.3 Types of construction contracts 
Stipulated-Sum Contracts. Stipulated-Sum Contracts are also known as Lump Sum 
Contracts or Fixed-Price Contracts. This is the most common form of construction 
contracts. 
A stipulated sum contract will require that the contractor agree to provide specified 
services for a stipulated or fixed price. In a lump sum contract, the Owner has 
essentially assigned all the risk to the Contractor, who in turn can be expected to ask 
for a higher markup in order to take care of unforeseen contingencies. A Contractor 
under a lump sum agreement will be responsible for the proper job execution and 
will provide its own means and methods to complete the work. This type of contract 
usually is developed by estimating labor costs, material costs, and adding a specific 
amount that will cover Contractor’s overhead and profit margin. If the actual costs of 
labor and materials are higher than the estimate, the profit will be reduced. If the 
actual costs are lower, the contractor gets more profit. Either way, the cost to the 
Owner is the same. A lump sum contract is a suitable if the scope and schedule of the 
10 
project are sufficiently defined to allow the Contractor to fully estimate project 
costs(Hinze, 1993). 
The primary advantage of a lump sum contract to the Owner is that he can examine 
the bids received and select one within his budget knowing that expenditure 
shouldn’t be more than the sum stipulated – the amount of the contract. However, to 
achieve control of expenditure through a lump sum contract, an Owner and Designer 
must provide bidders with adequate design information. The details of the design and 
the work must be settled before calling for bids, and it is here that the disadvantages 
to the Owner appear. The work cannot start until the contract is made, and the 
contract cannot be made until all the documents are prepared. The entire work must 
be designed first, and it is not unusual for the design period of a project to be as long 
as the construction period, or even longer. Generally, stipulated sum contracts have 
made contractors unable to make creative contributions to construction work. 
Instead, the Contractor in this kind of contract has to be almost solely concerned with 
the production of work already designed. 
Stipulated sum contracts are suitable for straightforward work, such as that in 
residential and commercial buildings of standard construction; work that can be fully 
illustrated and specified to provide a maximum of a design information, and which 
will be carried out on sites having predictable conditions and offering a minimum of 
risk. Such work can readily be estimated, bid for, and performed for a profit in a 
lump sum contract by an efficient contractor. 
Contractor’s primary obligations in a stipulated sum contract are to perform the 
contract, and to be paid accordingly. Owner’s primary obligations are to provide 
access to the site, and to pay for the work as it is done according to the contract. 
Changes cannot be made by the Owner without the mutual agreement of the 
Contractor. In stipulated sum contracts, the Contractor is paid to carry the greater 
burden of risk by the Owner, who carries a lesser burden of risk. To the extent part a 
stipulated sum contacts allows changes in the work, the Owner is open to risk from 
excessive costs. 
Cost-Plus-Fee Contracts. The Cost-Plus-Fee (CPF) contract is an agreement which 
involves the Owner’s consent to pay the complete cost for material and labor in 
addition to the amount for Contractor overhead and profit. CPF contract is opposite 
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to the stipulated sum contract, because the Owner takes the greater portion of the 
risk, meanwhile Contractor takes very little. This contract type is favored where the 
scope of work is highly uncertain or indeterminate in addition to the types of labor, 
material, and equipment being similarly uncertain in nature. Here, the Contractor's 
profit is set at a fixed amount. If actual costs are lower than the estimate, the Owner 
keeps the savings. If actual costs are higher than the estimate, the Owner must pay 
the additional amount. 
The advantage of a CPF contract is that, generally speaking, the project will result in 
the building that was envisioned, even if costs run high (Collier, 1994). The builder 
is less likely to cut corners or argue for less expensive materials because his profit is 
not in jeopardy. If an Owner wants the work done, he must take the risk by agreeing 
to pay all costs. This obviously is the worst risk situation for an Owner. If an Owner 
and his Designer can provide bidders with some design information, then the bidders 
can make some calculation of the costs and the risk. As the amount of valid 
information increases so the validity of an estimate of the maximum cost of the work 
increases, until, with virtually all required information, bidders can make an estimate 
of sufficient accuracy to enable them to make an offer to do the work for a stipulated 
sum. By making this kind of contract an Owner not only accepts most of the risks but 
he also more or less puts himself into the Contractor’s hands. CPF contracts demand 
from both parties a much greater degree of mutual trust and confidence than other 
kinds of contracts. This is because, although the Owner takes most of the risk, 
usually it is the Contractor who has greater control over the risks carried by the 
Owner. The Owner’s primary risk is one of financial loss through excessive costs. If 
the Contractor is efficient and careful, the costs will be less and vice versa. It is not 
easy for an Owner to force a Contractor to be efficient and careful about the costs. 
Contractor’s primary duty in CPF contract, as in any contract, is to do the work 
according to the arrangement and conditions of the contract, and his primary right is 
to be paid in like manner. It is a Contractor’s duty to do the work as efficiently and 
economically as possible, as if it were a lump sum contract. No unessential staff 
should be on the job. No equipment should be taken to the job site unless it is 
needed; and when it is no longer needed it should be removed, or a lower rate should 
be charged for justifiable idle time. The Contractor should purchase all materials at 
competitive prices and he should give the Owner the benefit of all trade discounts he 
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is able to obtain as a Contractor; however, cash discounts obtained by early payments 
of bills are the Contractor’s proper return from the use of his own money. In return, a 
Contractor is entitled to be paid on time in accordance with the terms of the contract. 
The primary advantage of an Owner in a CPF contract is that he can get construction 
work started with incomplete design information and, by taking most of the risk, he 
can get the work done in a situation that might otherwise make it uneconomical or 
impossible. An Owner’s other major advantage in this kind of contract is the 
flexibility it affords, but for which the Owner may pay a high price. An Owner’s 
biggest disadvantage is that, in a simple CPF contract, he does not know what the 
final total costs will be. To minimize the risk, an Owner should seek to maximize the 
amount of available design information to enable bidders to offer a maximum cost 
below which they stipulate they can do the work he requires. A Contractor’s 
advantage is primarily in the relatively small risk he takes, providing the fee is 
adequate. The only general disadvantage is the inconclusiveness of this kind of 
contact, which often reduces incentive and sometimes makes it difficult to plan other 
work because the Contractor cannot always be sure when a CPF contract will end. 
Most of the disadvantages to both parties in a CPF contract can be mitigated or 
removed by the stipulation of a maximum cost of the work in the contract. 
Three key types of CPF contracts are:  
 Cost + Fixed Percentage Contract - Compensation is based on a percentage of 
the cost.  
 Cost + Fixed Fee Contract - Compensation is based on a fixed sum 
independent the final project cost. The customer agrees to reimburse the 
contractor's actual costs, regardless of amount, and in addition pay a 
negotiated fee independent of the amount of the actual costs.  
 Cost + Fixed Fee with Guaranteed Maximum Price Contract – Compensation 
is based on a fixed sum of money. The total project cost will not exceed an 
agreed upper limit. 
Unit Price Contracts. In a unit price contract, the work to be performed is broken 
into various parts, usually by construction trade. This contract type is based on 
anticipated quantities of items which are counted in the project in addition to their 
unit prices. The final price of the project depends upon the quantities required to 
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carry out the work. For example, painting is typically done on a square foot basis. 
Unit price contracts are seldom used for an entire major construction project, but 
they are frequently used for agreements with Subcontractors which involve accurate 
identification of different types of items, but not their numbers, in the contract 
documents. They are also often used for maintenance and repair work. The main 
difference between a unit-price contract and a stipulated-sum contract is the schedule 
of quantities provided by the Owner-Designer and completed by the bidders. In a 
unit-price contact the Owner-Designer knows the kind of work required, but not the 
exact quantities (Collier, 1994). 
Unit prices are average prices, in that a unit price for an item of work in any job is 
calculated by dividing the total costs of the item by the number of units in that job. A 
Contractor’s primary obligations always are the same: to do the work according to 
the contract and to be paid in like manner. In a unit price contract, this requires 
measurement of the completed work to ascertain the amount to be paid. Other than 
that, a unit price contract is very much like a typical lump sum contract, but with 
each item of work the subject of a separate lump sum dependent on the unit price for 
the item and the quantity of the item of work done.  
The primary advantage to the Owner is that he can proceed with the work with less 
risk even though he cannot tell the bidders exactly how much work is required 
because of its nature, or because of the nature of the site. A most likely alternative 
would be a CPF contract, with probable greater risk for the Owner. The Owner’s 
primary disadvantage lies in the possibility of serious inaccuracies in the 
approximate quantities of work and a greater expenditure than originally expected. 
To a Contractor the only fundamental advantage in this kind of contract is the 
relatively minor advantage of not having to measure the work to make a bid, and the 
elimination of the attendant risk. 
Admeasurement Contracts. Admeasurement Contracts are also known as Contracts 
with Quantities. The main difference between admeasurement contracts and unit-
price contracts is primarily in the quantities of work provided in a admeasurement 
contracts. For the most part admeasurement contracts have quantities that are not 
approximate, but accurate (Collier, 2000). In this type of contracting, items of work 
are specified in Bill of Quantities or Schedule of Rates. The Contractor then specifies 
rates against each item. The rates include risk contingency. Payment is paid monthly 
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for all work completed during the month. The contract offers a facility for the Owner 
to introduce changes in the work defined in the tender documents. The Contractor 
can claim additional payment for any changes in the work content of the contract. 
Claims resolution is very difficult because the Owner has no knowledge of actual 
cost or hidden contingency. Tender price is usually increased by variations and 
claims. Two forms of admeasurement contract are usually used: bill of quantities and 
schedule of rates. 
The Bill of Quantities (BOQ) is a document prepared by the cost consultant (often 
a quantity surveyor) that provides project specific measured quantities of the items of 
work identified by the drawings and specifications in the tender documentation. The 
quantities may be measured in number, length, area, volume, weight or time. 
Preparing a bill of quantities requires that the design is complete and a 
specification has been prepared. 
The bill of quantities is issued to tenderers for them to prepare a price for carrying 
out the works. The BOQ assists tenderers in the calculation of construction costs for 
their tender, and, as it means all tendering contractors will be pricing the same 
quantities rather than taking-off quantities from the drawings 
and specifications themselves. It also provides a fair and accurate system 
for tendering. 
The Contractor tenders against the bill of quantities, stating their price for each item. 
This priced BOQ constitutes the tenderer's offer. As the offer is built up of prescribed 
items, it is possible to compare both the overall price and individual items directly 
with other tenderers’ offers, allowing a detailed assessment of which aspects of 
a tender may offer good or poor value. This information can assist with tender 
negotiations. Bills of quantities can be prepared elementally or in works packages, 
and are most useful to the Contractor when they are prepared in work sections that 
reflect likely sub-contract packages. This makes it easier for the Contractor to obtain 
prices from Subcontractors and is more likely to result in an accurate and competitive 
price. 
The bill of quantities should identify the different kinds of work required, but should 
not specify them as this can lead to confusion between information in the bill of 
quantities and information in the specification itself. Bills of quantities are normally 
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only prepared on larger projects. On smaller projects or for alteration work the 
Contractor can be expected to measure their own quantites from drawings and 
schedules of work. 
A Schedule of Rates in its lesser form in a standard contract can be a list of staff, 
types of labor and plant hire rates upon which a Contractor has listed hourly rates for 
the purposes of pricing work carried out under cost reimbursable instructed daywork. 
However, on a much larger scale there is a Schedule of Rates Term Contract. Such 
a contract is normally used when the nature of work is known but cannot be 
quantified, or if continuity of program cannot be determined. In the absence of an 
estimate, tenderers quote unit rates against a document that is intended to cover all 
likely activities that might form part of the works. Indicative quantities may or may 
not be given to tenderers but do not form part of the contract. As the extent of the 
work is unknown, the unit rates include overhead and profit. General preliminaries 
such as scaffolding, temporary power, supervision and temporary accommodation 
will also have its own rates. On projects longer than say 18 months there might be 
escalation provisions based on annual percentage increases based on a stipulated 
indices. 
The primary advantage of Schedule of Rates Term Contracts is that it is infinitely 
flexible in relation to scope and contractual commitment. Besides, the Owner can 
stop and start work at a pace that might be determined by cash flow or funding. As a 
fully detailed design is not required the Owner can obtain tenders at the early stages 
of a project and begin construction activity before completion of the design. Among 
the disadvantages are: need for additional resources to measure work and certify 
projects; the Owner does not have a final price when committing to starting work; 
there is no real incentive for the Contractor to treat such work with any sense of 
urgency and its best staff will be placed on the projects where the Contractor is 
carrying more risk. 
Design-Build Contract. A design-build contract is appropriate when the project 
delivery method is design-build. Traditional contracts are awarded using a design-
bid-build system, where the project Owner starts by hiring an Architect. Once the 
Architect has finished the design phase, the project is put out for bid to general 
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contracting companies. The Contractor with the lowest bid is awarded the project and 
is responsible for completing the job according to the plans created by the Architect. 
With a design-build contract, the Owner awards the entire project to a single 
company. It is typically awarded to a contractor, though architects or engineers may 
be awarded one in some specialized cases. Once the Contract is signed, the 
Contractor is responsible for all design and construction work required to complete 
the project. This system allows the Owner to deal with a single source throughout the 
duration of the job, rather than coordinating between various parties.  
When this type of contract is awarded to a Contractor, he must hire all architects and 
engineers required to complete the design work. The Owner is still given the right to 
approve or reject design options, but is no longer responsible for coordinating or 
managing the design team. Once the Owner approves the design, the same 
Contractor then oversees the construction process, hiring Subcontractors as needed. 
Most of these contracts are awarded through negotiation rather than through a bid 
process. 
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3.  RISKS IN CONSTRUCTION CONTRACTS 
3.1 “Risk” and its definitions 
“Risk” is a widely known terminology; however, literature review shows that a big 
amount of various definitions, which in some cases are quite different from each 
other, exists. For instance, Url-1, defines term “risk” as “a probability or threat of 
damage, injury, liability, loss or any other negative occurrence that is caused by 
external or internal vulnerabilities, and that may be avoided through pre-emptive 
action”. Jannadi and Almishari (2003), define it as a measure of the probability, the 
severity, and the exposure of all hazard of an activity. Kartam and Kartam (2001), 
give following general definition "the probability of occurrence of some uncertain, 
unpredictable and even undesirable event(s) that would change the prospects for the 
profitability on a given investment”; as for construction industry particularly, “risk” 
is defined as “a consideration in the process of a construction project whose variation 
results in uncertainty in the final cost, duration and quality of the project”, and “an 
exposure to economic loss or gain arising from involvement in the construction 
process”. On the other hand United Kingdom Association for Project Management 
(UKAPM) describes “risk” as “an uncertain event or set of circumstances which, 
should it occur, will have an effect on achievement of objectives”. It should be noted, 
that UKAPM does not mention whether effect is negative or positive. If previous 
sources consider a “risk” as only a negative phenomenon, last source gives a clue 
that these “uncertain events” can have both negative and positive effects. And, 
finally, Project Management Institute in their PMBOK Guide and Standards 2004 
Edition give the “risk” the following definition: “an uncertain event or condition that, 
if it occurs, has a positive or negative effect on a project’s objectives”. Thereby, it is 
valid to say that risks can be seen as threat (negatively), threat/opportunity 
(neutrally), or threat and opportunity (negative and positive). In this study “risk” will 
be considered as a threat.  
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3.2 Types of risks and risk management in construction 
Now, since the meaning of the word “risk” is defined, it is a time to talk about the 
diversity of risks. Each aspect of our daily life involves risks. Safety risk, social risk, 
business risk, investment risk, military risk, political risk, etc. There are also different 
types of risks in different industries. Speaking straight of construction risks Galloway 
(2013), note following types from which the majority of risks arise: 
 Delivery and Operational Risk. Represents the skill to manage the risk of 
not delivering and operating of given construction project as it was planned. 
Mentioned risk factors relate to actual engineering, procurement, construction 
execution, and operation of the project. 
 Technological Risk. Represents the skill to manage the technological risks of 
given construction project. Mentioned risk factors relate to the technologies 
used in the operational technology and execution methods of given 
construction project. 
 Financial Risk. Represents the skill to manage the financial risk of given 
construction project until the final of completion of the project and beginning 
of its operation. Mentioned risk factors relate to the financing of given 
construction project, which involves the execution period, operations or 
equity financing. 
 Contractual Risk or Procurement Risk. Represents the skill to manage the 
risks connected with the procurement of, or contracting for, carrying out of 
given construction project and its further operation. Mentioned risk factors 
include those concerns and issues related to the procurement and contractual 
approaches used for both execution of the project and its operation. 
 Political Risk. Represents the skill to manage political risks of given 
construction project including local political risks, state-level risks, and 
national political opposition as well as code and regulatory obstacles. 
Mentioned risk factors relate to the local, regional, and national regulatory 
and political conditions confronting the project. 
 Environmental Risk. Represents the skill to manage the environmental risks 
of given construction project. Mentioned risk factors relate to the 
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environmental conditions, activities, concerns and problems during the 
execution of the project and its further operation. 
 Cultural Risk or Social Risk. Represents the skill to manage the social risks 
of given construction project. Mentioned risk factors relate to the project’s 
cultural and social effects to the region and community of that region within 
which the project is to be located. These risk factors also include potential 
protests or oppositions from particular groups. 
 Economic Risk. Represents the skill to manage risks that might have an 
economic effect on given project. Mentioned risk factors relate to concerns 
and issues connected with the macroeconomic effect of given construction 
project to the region and community of that region within which the project is 
to be located. 
Once risks identified and its type defined, it becomes a management problem 
(Flanagan and Norman, 1993). There are several important purposes of risk 
management, such as to identify potential risks, to assess the probability and impact 
of each risk, and to identify alternative actions that may prevent the risk from 
happening. In case if risk has not been prevented and at the end, it occurred, risk 
management is aimed to reduce its impact or provide a strategy for dealing with the 
accepted consequences. Furthermore, the risk management is also used for 
implementation and further monitoring those of the actions that are essential to the 
successful delivery of the project objectives. Besides, risk management can provide 
feedback from experiential learning that can improve the risk management of future 
projects. 
Effective risk management should: foresee and affect events before they happen by 
taking a proactive approach; give information and knowledge about predicted events; 
improve the quality of decision making and recognizing the hierarchy of risk 
avoidance, risk reduction, risk control, as well as risk acceptance. Besides, there are 
other factors, which define effective risk management: false definitions and covert 
assumptions of risks need to be avoided; project management process must be 
transparent and ovent; development of scenario planning in the event of 
identification of a high impact risk must be allowed. And, at last, effective risk 
management should: aid in the delivery of project main goals in terms of specified 
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quality, time and cost standards; grant improved contingency planning; and provide 
verifiable records of risk planning and risk control. 
Every party of the project should manage those of risks, which are related 
specifically to them. For example, risks that might affect the business should be 
owned by the Owner; those of risks, which might have and influence on the delivery 
of the project should be owned by the Project Manager; and the Contractor should 
own any risks that might affect their ability to deliver the project objectives. Risks 
should be effectively monitored and managed through appropriate, agreed mitigating 
actions, and risk owner is responsible for securing that objective. Early development 
of risk management program is vital. However, risk management is an ongoing part 
of project and it means that the whole process should be repeated and re-assessed 
throughout the project.  
The project must have clear scope, objectives and business strategy before the risk 
identification can begin. It is important to outline the risk strategy at this stage. There 
are a number of different techniques for identifying risks. Two of the most common 
techniques are: 
 Brainstorming with key stakeholders. This can help to capture as many of the 
risks associated with the project as possible. The key thing at this point is to 
apprehend everything. 
 Making checklists. It can help to make sure that the most common key areas 
of project risks are weighted. Besides, making checklists can seldom be 
exhaustive. 
Once risks have been identified they need to be assessed so that decisions can be 
made about which are the highest priority and therefore what level of management 
ownership they require and what possible management actions that could be taken. 
Once the identified risks have been prioritized and their timing has been established, 
possible management actions should be considered. These management actions are 
designed to contain the risk by either making them less likely or by reducing their 
impact. Here is the list of actions that can be applied according to each risk: 
 Prevent. An action which reduces the likelihood. 
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 Mitigate. An action which reduces the impact to the project should the risk 
occur. 
 Transfer. Transfer the risk to someone who can better manage it. 
 Accept. No action will be taken – the risk is accepted as it is. 
 Insure. Purchase an underwritten insurance policy that provides for financial 
restitution if the risk occurs. 
 Decline. Reject the risk – this may entail declining the entire project or 
entering into detailed negotiations with the prospective Owner. 
Next step is to create and agree risk management plan. The nature of the plan will be 
dependent upon the type of risk, its timing and the type of counter-measure selected. 
However, contingency management actions are dependent upon the risk occurring 
and so will not be immediately built into the project plan. Once risk management 
plan has been set resources should be allocated. Resource allocations should be pre-
planned and, where appropriate, allocated to the agreed actions. 
Monitor and report progress is the next stage of successful execution of the project. 
Monitor and report on the change of status of any risk. Risk owners are responsible 
for monitoring and reporting on their risks. Thus, we came to the last step of 
successful project delivery – creation of database where all aforesaid actions will be 
precisely described for the possible usage in further projects. 
3.3 International construction and risks related with international construction 
Each company in each country defines itself its own vision and strategy. For some 
companies the main aim is to be a leading one in one particular city/region, for 
others, to undertake special projects (e.g., dams, power plants, refineries, etc.). 
Significant changes in the global economy have resulted in increased business 
opportunities for architectural, engineering, and construction (AEC) firms throughout 
the world. All major construction companies of each country once start thinking 
about expansion into international markets. It might be a project in a neighbor 
country or in a country on the other side of the planet. However, the reason for 
entering international markets is not always a sign that a company has overgrown its 
domestic market. There are a number of reasons for construction companies to 
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expand overseas. These reasons include stagnant domestic markets, spreading risk 
through diversification into new markets, competitive use of resources, and taking 
advantage of the opportunities offered by the global economy. A construction 
company’s decision to expand into international markets must be based on a good 
understanding of the opportunities and threats associated with international business, 
as well as the development of company strengths relative to international activities. 
It is important for AEC companies to analyze risks, benefits, and future market 
potential of the target country before making the decision to expand operation in a 
new market (Hastak et al., 1994; Nielsen 1997; Sloan and Weisberg, 1997; Tucker, 
1997; Wang et al., 1998). A number of specialists in the area of international 
construction consider that the risk involved in an international operation can be 
analyzed by evaluating the political stability of a country. Political risk management 
models mostly consider factors like financial, legal, social, economic and political 
conditions, and in addition a policy and the foreign exchange systems of the host 
country (Haner and Ewing, 1985; Ting, 1988). Nevertheless, political risk 
management models supply a narrow view of the business environment of a specific 
market in a specified country and cannot be used separately for an investment 
decision (Ashley and Bonner, 1987). Political risk analysis in itself does not provide 
any assessment of the impact of political instability on a given project or market in 
that country. Political instability in a country may or may not affect a particular 
construction project, but might influence the construction market or an associated 
market, which in turn might affect the project under consideration. 
Hastak and Shaked (2000) suggest that the risk involved in the international 
construction market needs to be analyzed at three different levels: Macro (or country) 
level (Table 3.1) – specifies the general risk of the investor planning to work in a 
given country; Market level (Table 3.2) – risk connected with particular international 
construction market. Market level also includes influence of the macro level on the 
given market; Project level (Table 3.3) – represents the specific project risks in a 
given market, which includes the influence of both market level and macro level. 
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Table 3.1 : Hierarchy of Macro level risk indicators. 
Criteria  Sub criteria Risk indicators 
Operational risk 
Host government 
Political continuity 
Attitude toward foreign 
investors and profit 
Nationalization/expropriation 
Enforceability of contracts 
Government incentives 
Economic & financial 
Monetary inflation 
Economic growth 
Administration 
Bureaucratic delays 
Communication and 
transportation 
Professional services other 
than construction 
Political risk 
External causes 
Hostilities with neighboring 
country or region 
Dependence on or importance 
of major power 
Internal causes 
Fragmented political structure 
Fractionalization by language, 
ethnic, and regional groups 
Restraints to retaining power 
Mentality, including 
nationalism, corruption, and 
dishonesty 
Social conditions (e.g., 
population density & wealth 
distribution) 
Symptoms of instability 
Societal conflicts(e.g., 
demonstrations, strikes & 
street violence) 
Instability because of non-
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constitutional changes  
Financial risk 
Legal framework 
Actual laws versus practices 
for repatriation of capital 
Foreign exchange 
generation 
Current account balance 
Capital flow 
International reserves 
Foreign exchange reserves 
Gold and other reserves 
Foreign debt assessment 
Debt as GDP converted to 
USD ($) 
Capacity service debt 
Budget performance 
Extent of deficit/surplus 
Sources of revenue and major 
spending 
 
Table 3.2 : Hierarchy of Construction Market level risk indicators. 
Criteria Risk indicators 
Technology 
Investor’s technological advantage 
Technology protection system 
Market suitability for advanced 
technology 
Availability of basic 
construction/technologies and equipment 
Contracts and legal requirements 
Type of partnership 
Types of contracts 
Enforceability of construction contract 
Procedure for bidding and design 
approvals 
Resources 
Availability and equality of local 
contractors 
Availability of construction materials 
Availability of skilled and unskilled 
workers 
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Labor cost/productivity 
Availability of equipment and parts 
Financing 
Medium and long term financing for 
construction projects 
Tax and non-tax incentives in construction 
industry 
Special construction industry index 
Business cultural differences 
Interaction of foreign management with 
local contractors 
A/E/C firms client or owner relationships 
Competitive/negotiated bidding 
Market potential 
Current market volume in core 
competency 
Future market volume in core competency 
Bidding volume index 
 
Table 3.3 : Hierarchy of Project level risk indicators. 
Criteria Risk indicators 
Technology 
Problems in technology transfer and 
implementation 
Retention of technological advantage 
Contracts and legal issues 
Possibility of contractual disputes 
Problems in dispute settlement due to 
country’s laws 
Resources 
Shortage of skilled and unskilled workers 
Availability of special equipment 
Delays in material supply 
Design 
Delay in design and regulatory approvals 
Defective design, error, and rework 
Work change order 
Difficulties to meet construction 
programs 
Unforeseen adverse ground conditions 
Quality 
Bad quality of materials 
Bad quality of workmanship 
Financial 
Financial difficulties because of tax or 
capital movement restrictions 
Financial difficulties because of currency 
exchange rate 
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Drop in project revenue 
Difficulty in converting local currency to 
foreign exchange 
Construction and cultural indicators 
Construction manager 
Third party delays 
Safety 
Others 
Weather conditions and other natural 
causes of delay 
Physical damage to project by riots, 
terrorist act, and so forth 
 
As it can be understood, international construction is much riskier than domestic 
construction. The complex international environment is affected by diverse variables 
that are not part of the domestic markets and that create risks never encountered in 
domestic conditions. The complex variables that affect the performance of 
construction companies in overseas markets need to be considered in this decision. 
Furthermore, the threats and opportunities associated with target countries should be 
well understood (Hastak and Shaked, 2000).  
The likely threats were identified in the literature as inflation and currency 
fluctuations, shortage of financial resources, bribery in the host country, foreign 
competitors in the host country, cultural differences, and loss of key employees 
(Friedman, 1984; Arditi and Guiterrez 1991; Barco, 1994; Ramcharran, 1998), 
whereas the opportunities include chances to take advantage of the globalization and 
openness of markets, availability of new service areas, increased long-term 
profitability, chances to take advantage of the privatization programs in emerging 
economies, chances to take advantage of beneficiary international agreements, and 
an ability to maintain shareholders’ return (Ramcharran, 1998). 
Doing business abroad is correlated with strong risks like investment risks, currency 
risks, and commercial risks, particularly to those firms unprepared to deal with 
diverse unfamiliar customs and legal requirements that can thwart even the best 
organization and management (McConville, 1996). Project financing for 
international construction also harbors completion risks, operational risks, and 
political as well as regulatory risks. Thereunder a brief description of Threats 
associated with international construction is given: 
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 Loss of key employees. The employees are probably the most important 
resource in a competitive environment and key to company’s success. This 
believes also applies to construction firms, which treat their people as a major 
asset. Those people work on the front lines, executing a project and 
collaborating with several parties every day. They create the source of 
competitive advantage. In fact, an employee planning is one of the 
fundamental elements of strategic planning in international expansion. 
However, it is not easy to find the right people. Losing talented key 
employees in a specific overseas assignment may hamper communication 
with local entities, exacerbate the clash of cultures, lead to misunderstandings 
of the risks involved, and consequently may influence the project in a 
negative way. 
 Shortage of financial resources. Financial sources for construction work 
may be provided by a number of sources like the World Bank, multinational 
corporations, national governments, public corporations, and local authorities. 
Besides, any of the plentiful private enterprises or individuals may as well 
initiate a project or provide financial sources (Cox, 1982). Nowadays one of 
weighty parts of international construction became the skill to secure 
considerable low-interest loans from financial institutions to fund large 
overseas projects. 
 Inflation and currency fluctuations. Operating in international markets 
contains the frequent transfer of funds across national boundaries. Currency 
fluctuations are of particular interest for construction companies from 
industrialized countries operating in developing countries. A possible 
outcome of a declining local currency in a developing country can lead to 
increase of the costs of imported materials, plant, and equipment, thereby 
reducing the amount of expected profit. The effects of inflation in the host 
country can also cause a serious influence on the cost of the project. 
However, it is very hard to forecast inflation. Therefore, to obtain and 
scrupulously evaluate financial information is in the interest of construction 
companies. 
 Foreign competitors in the host country. One of possible threats for 
newcomers is foreign competitors in host countries. Level of competition in 
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the industry regarding international construction in last 10–15 years has 
increased dramatically. As an example, Korean companies chose a strategy of 
cost leadership and made a hefty invasion into the Middle East market via 
aggressive cost cutting on labor-intensive infrastructure projects. Another 
example is Chinese firms with their strategy of cost focus. Chinese 
companies have available a massive resources of skilled labor. 
 Cultural differences. Operating overseas obligates to cooperation with 
people fostered in different cultural environment. World outlook and values 
of different communities may vary greatly. Something of a big importance to 
one group may mean little to another. In short, there is a huge diversity of 
cultural characteristics with many differences in belief, perception, attitude, 
superstition, etc. Before taking the decision to expand overseas the 
importance of cross-cultural relations should be well understood, as stated by 
(Kangari and Lucas, 1997). However, it is meaningful not to generalize 
cultural and social issues, as it can be reason of mistakes. People are 
individuals as stated by Mawhinney (2001), and differences between two 
persons of the same nation can be bigger than the assumed difference 
between one national trait and another. Therefore, one of the ways to manage 
cultural differences is being open-minded and trying to see things in not only 
black or white. 
 Bribery in the host country. International corporations in pursuit of big and 
profitable projects practiced payment of bribes to corrupt local officials, and 
that fact was condoned by many governments, which considered it as a 
cultural difference, thinking it was unavoidable. Nowadays many world-wide 
known financial institutions and development banks, such as The World Bank 
or The European Bank for Reconstruction and Development keep a clear and 
firm anticorruption policy regarding to their projects. However, this is a 
rather new phenomenon. Bribery and corruption started to be viewed as 
criminal action nowadays, therefore majority of big international construction 
companies try to avoid such practices. 
Although globalization and new economy rules of the world are fraught with danger 
to construction companies threating their survival, it also offers unique opportunities 
for raising profits and further growth. International trade has been growing at twice 
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the rate of gross world product for several decades, and international flows of 
services have grown more rapidly than flows of tangible products (Root, 1994). 
Speaking of Opportunities associated with international construction, following can 
be said: 
 Increased Long-Term Profitability. One of the main reasons behind 
expanding company’s activities overseas is to gain advantage of market peaks 
in one market, while other market fights recession. Diversifying company’s 
activities to international markets presumes that some foreign markets offer 
profitable opportunities when domestic markets are stagnant. Expanding 
overseas is one of smart ways to survive crisis in domestic of foreign country. 
This allows keeping long term profitability with a possibility to increase it. 
 Ability to Maintain Shareholders’ Return. Most of big companies adopt a 
defensive strategy on purpose, operating in more than two countries, so that 
stagnation in one country can be counterbalanced by boom periods in others. 
In brief, that a contractor’s interest in multi environments is more effective in 
protecting the bondholders against unfavorable trading conditions in one 
geographical area.  
 Ability to Take Advantage of Globalization and Openness of Markets. 
Many economists agree that globalization brings benefits to all aspect of life. 
Globalization does increase competition within geographical borders, but in 
the other side, it also gives increased access into markets, which were 
previously inaccessible. To be aware of this changing environment is 
important for construction companies. One of important factors in the 
internationalization of construction was a growth of multinationals. Much of 
the investments made by multinationals in new foreign markets require 
construction input. It is no secret that contribution of construction sector in 
GDP of most of the countries is rather big. This means that construction 
industry has always been an important part of economy. Therefore, it is not 
surprising that construction is now considered to be a major part of the global 
economy. This became possible since globalization gave opportunities to 
multinational corporations to invest in a large number of countries, thereby 
leading to formation of financial institutions, which provide favorable loans 
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for construction projects overseas, and drives contractors to be active in more 
than one country.  
 Availability of New Service Areas. The rise of new economy brings 
construction companies great opportunities for expansion. Economic boom 
leads to increase of demands in manufacturing (textile, electronic, and auto 
assembling plants), power (hydro-electricity, transmission lines), water 
supply (dams, reservoirs, desalination and portability treatment plants, 
industrial waste plants), sewage/solid waste (sanitary treatment plants, 
industrial waste plants), industrial process (steel mills, refineries, food 
processing sites), and transportation (airports, bridges, roads, canals, piers). 
Investments in infrastructure, power, and manufacturing are considered the 
prerequisite for economic growth. The major markets in the transitional 
economies are characterized by massive investments in infrastructure, power, 
and manufacturing, thus creating major opportunities for international 
construction companies. 
 Availability of Beneficiary International Agreements. Bilateral and 
multilateral free trade agreements, as well as globalization allowed increased 
business opportunities for construction companies all over the world. The 
development of free trade blocs has increased the construction trade and 
realigned the construction industry by encouraging acquisitions and joint 
ventures, or opening new branch offices in foreign countries (Han and 
Diekmann, 2001). 
 Ability to Take Advantage of Privatization Programs in Emerging 
Economies. Privatization is the transfer of ownership rights of state property 
into the hands of private individuals or companies. Usually this happens by 
the sale of state assets via an auction. Privatization is seen as a way to unlock 
gains in economic efficiency by giving new private owners a powerful 
incentive—the reward of greater profits—to search for increases in 
productivity, to enter new markets, and to exit losing ones (Hill, 2000). The 
foreign investor is an important element in privatization efforts. This 
concerns especially developing countries, where the level of available capital 
is usually insufficient to drive the desired rate of market expansion. 
Therefore, economies of developing countries are often dependent on foreign 
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investment in order to support and sustain a privatization program (Miller, 
2000). It follows that privatization creates opportunities for construction 
companies to undertake projects in other countries, not only for local owners 
but also foreign owners or multinationals.  
In the global economy, no market is forever safe from foreign competition. Even 
when companies operate at home market, they eventually have to face foreign 
competition. Developing countries need new infrastructure and buildings, thereby 
welcoming specialized contractors from industrialized countries. Additionally, vast 
and abundant energy resources in developing countries bring enormous opportunities 
for construction companies. Kazakhstan is one of these developing countries. 
3.4 Types of risks in construction contracts 
Contractual risks can be classified into two categories: internal risks and external 
risks. 
Internal contractual risks include: delayed payment on contracts and extras; delayed 
dispute resolution; change order negotiation; insolvency of contractor or a 
subcontractor. 
External contractual risks are: landowners unwilling to sell; priorities change on 
existing program; funding changes for fiscal year; stakeholders request late changes; 
new stakeholders; additional needs required by stakeholders; new information 
required for permits; inconsistent cost, time, scope, and quality objectives; permits 
and licences.  
Now, each party of construction contract carries a number of risks, and amount and 
type of risks vary depending on type of the contract.Construction contracts risks from 
the Owner’s perspective in Stipulated-sum contracts include such items as: specified 
quality materials not used; specified construction method not used; specified services 
not provided. Besides, the Owner’s other concerns might be connected with 
implementation of unapproved credit alternates; contract quantities possibly would 
not be installed; allowances won’t be properly adjusted. Failure to obtain required 
bonds and required insurance coverage – are among another risks concerning the 
Owner. Sum of the contract in stipulated-sum contact is fixed, however, if the design 
of the project turns out to be wrong or incomplete, then the Owner might face a risk 
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of big financial losses. As for the Contractor, he carries a large number of risks as 
well. As it was indicated in earlier chapters, the Contractor in lump-sum contracts is 
the side that carries most of the risks. For this reason he can demand a higher price. 
The Contractor is fully responsible for the proper execution of the project. Profit of 
the Contractor might be reduced if labor costs and materials costs turn out to be 
higher. 
Speaking of CPF contracts, the Owner’s risks include following: excess hours 
charged by reimbursable personnel; hours charged by non-reimbursable personnel; 
billing rates exceeding actual pay rates; labour burden factors exceeding actual cost; 
In CPF contracts the Owner carries most of risks. Since final cost of the project is 
unknown it might be higher or lower than approximately expected price. This would 
depend fully on the Contractor and his performance. Risks of the Owner regarding 
the Contractor involve: charges for materials may be excessive; charges for 
subcontracted work may be excessive; equipment rental charges may be excessive. 
The Owner might experience financial loss through excessive costs since information 
about scope of work as well as types of labor, material and equipment is uncertain. 
Contarctor in CPF contracts carries a small amount of risks. Since his profit is fixed, 
he does not need to worry about the prices for labor, materials and equipment. 
As it was given in paragraph 2.3, unit price contract is very much like a typical lump 
sum contract, but with each item of work the subject of a separate lump sum 
dependent on the unit price for the item and the quantity of the item of work done.  
Change orders without the regard to type of contract always carries in itself a number 
of risks for both major parties of construction contract – the Owner and the 
Contractor. Risks involved in Change Orders include: Change Orders not priced in 
accordance with contract; labour rates might exceed actual pay rate. In addition to all 
mentioned quantity estimates might be inaccurate; possibility of labour burden 
factors to exceed actual cost; unit prices of used materials might exceed actual costs.  
3.5 Risk allocation in construction contracts and its assessment 
As it was mentioned earlier, each party of constriction contract should manage risks 
related to their part in the project. However, risk can be managed only after it has 
been identified. Thereby, the relationship of risk to information in construction 
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contracts is important. Collier (1994), stresses that the smaller the amount of 
information one has the greater risks he has to undertake. For instance, if the Owner 
does not have a final design of the project, he cannot estimate the final price, and 
without knowing the final price he can experience the failure to execute the project, 
if the final price would excess his financial resources. Same applies to the 
Contractor. In previous chapters risks taken by each main player of construction 
contract were described. Here are some precepts to minimize the effects of risk 
follow: 
 A risk in a contract is better taken by the party who has the greater control 
over the risk and its effects on the work and its costs; 
 A risk over which neither party has any control should be minimized to 
whatever extent is possible, both contractually (e.g., by selecting an 
appropriate contract and conditions) and practically (e.g., by insurance); 
residual risk should be shared by both parties proportionately (e.g., most of 
the risk from bad weather is primarily a Contractor’s; risk from a site is the 
Owner’s); 
 A risk arising from subsurface conditions at a site is better borne by the 
Owner because the Owner owns the site, and because it is equitable that an 
Owner should pay for what he receives as improvements (e.g., correction of 
unsuitable subsurface or other conditions); 
 All construction contracts should be specially designed and written for site 
conditions, the kind of work, the circumstances, and the foreseeable risks 
involved. 
If a stipulated-sum (fixed-price) contract clearly puts most risk of loss on the 
Contractor, the Owner should assume that he is going to pay the contractor a 
premium. Initially, the onus is on bidders to calculate perceived risks and to include 
the costs in their bids. 
If risks arising from concealed or unknown conditions and lack of information are 
large, it is better not to undertake the work with a fixed-price contract. Depending on 
the work and the design information available, another kind of contact (e.g., CPF or 
unit-price) should be used. 
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If the risks from physical conditions are limited to one or two discrete parts of a 
project, and do not affect the whole, then a stipulated-sum contract may be practical 
for the major part of the work. The minor parts (about which information is lacking 
and for which the risks are high) can be dealt with unit prices for specific items of 
work or a separate contract of a different kind. The most suitable kind of separate 
contract depends on the extent and nature of the work and on the available 
information, and a contract should be designed to suit. 
A stipulated-sum contract’s bidding documents must provide a clear and measurable 
basis for the required quality and quantity of the work upon which estimates and bids 
can be made. Provisions in bidding documents for probable changes in the work also 
must be explicit. Bidders for stipulated-sum contracts should check bidding 
documents to ensure that such provisions exist. 
Risk management aims to recognise potential problem as early as possible so that the 
opportunity for taking effective action is maximized. 
3.6 Risks in international construction contracts 
Standard forms of contracts are recommended by FIDIC for general use based on 
international tendering. Types of risks and risk bearers are given below. Risks can be 
categorised into 4 major groups: natural risks, political and social risks, economic 
and legal risks, behavioural risks. 
Natural risks. There are several clauses in FIDIC Conditions of Contract that deal 
directly with the natural risks. Sub-clause 8.4 specifies in express terms, that risks 
concerning the climatic conditions are shared between the Employer and the 
Contractor, in that the Employer shall allow an extension of time (EOT) if 
exceptionally adverse climatic conditions affect the Contractor's construction 
progress. This also implies that the Contractor shall bear the relevant costs incurred 
by him due to such risks. It also implies that under "normal" adverse climatic 
conditions, such rainy or cold days, the Contractor shall bear the corresponding 
responsibility. However, according to Sub-clause 17.3 - Employer's Risks, and Sub-
clause 17.4 - Consequences of Employer's Risks, the Contractor shall be entitled to 
an EOT and cost compensation in case of "unforeseeable natural forces", which may 
include some climatic conditions, particularly when such forces turn out to be the 
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catastrophes, such as typhoon, hurricane, etc. under Sub-clauses 19.1 - Definitions of 
Force Majeure and 19.4 - Consequences of Force Majeure. Concerning geological 
conditions, Sub-clauses 4.12 - Unforeseeable Physical Conditions and 4.24 - Fossils 
specify that the Contractor shall be allowed an EOT and compensated for the costs 
incurred from such risk events. However, the term "unforeseeable conditions", which 
are of an ambiguous nature, blurs the division of risks between the Employer and the 
Contractor. Other natural catastrophes, which are extreme natural events, such as 
earthquakes and volcanic activities, are also mostly allocated to the Employer under 
Sub-clauses 19.1 and 19.2. It can be seen from the above analysis that the natural 
risks are basically shared by the two parties under FIDIC Form. Regarding "extreme" 
natural catastrophes, the Employer takes most of the consequences, i.e., EOT and 
additional cost with the Contractor taking the loss of profit; however, the Contractor 
takes most of the consequences, i.e., additional cost uncompensated and loss of 
profit, with the Employer taking the risk of EOT, relating to exceptionally adverse 
climatic conditions; as for "normally" adverse climatic and geological conditions, the 
Contractor takes almost all the consequences except for the ones that are justified to 
be "reasonably unforeseeable by the Contractor by the date for submission of the 
Tender(Sub-clause 1.1.6.8)". 
Political and social risks. Under Sub-clause - 17.3 Employer's Risks and Clause 19 
- Force Majeure, most of the political and social risks are basically allocated to the 
Employer, such as war, civil commotions, disorders and strikes. In case of 
occurrence of such risk events that impact the Contractor's project execution, the 
Employer shall both allow an EOT and pay cost compensation (but no profit) to the 
Contractor. Some social risks, such as theft and vandalism, are allocated to the 
Contractor under the FIDIC Form. Although these are not expressly stated under 
FIDIC Form, it can be inferred from Sub-clause 17.2 Contractor's Care of Works, in 
which it is stated that the Contractor shall take the responsibility for the care of the 
Works and the Goods during the construction period, and that the Contractor shall 
rectify the loss or damages at his own cost and risk. 
Economic and legal risks. Economic risks occur frequently during construction 
period, particularly the fluctuation of prices of materials, labor and equipment. The 
risk of inflation is shared between the Employer and the Contractor. Shortage of 
labor, materials and equipment is also dealt with under the FIDIC Form to some 
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extent; if such shortage is reasonably unforeseeable, the Contractor is entitled to an 
EOT under Sub-clause 8.4. However, under Sub-clauses 4.1 and 6.1, it is the 
Contractor's obligation to "provide all Contractor's personnel, Goods..." and the 
Contractor shall "make arrangements for the engagement of all staff and labor... and 
for their payment...". It can be inferred from such provisions that the Contractor shall 
bear all the consequences of the risks of unavailability of the required personnel, 
materials and equipment, except for allowed EOT in case of unforeseeable shortage. 
Legal risks refer to the changes in legislation or introduction of new laws after the 
Base Date of the contract. It is provided that in Sub-clause 13.7-Adjustments for 
Changes in Legislation that the Contractor is entitled to an EOT and additional cost 
caused as a result of the changes in the laws. Therefore, under FIDIC Form, such 
legal change risks are basically retained by the Employer. 
Behavioral risks. Behavioral risks are defined as those caused by one party's action 
or inaction that adversely impacts the project or other parties. Risks caused by the 
behaviors of the parties under the FIDIC form are summarized as follows: 
Employer’s behavioral risks (including Engineer’s): Late giving possession of Site 
(2.1); Non-notification of financial arrangements upon request (2.4); Delay in 
payment (14.8, 16.2); Unreasonably withholding permissions or certificates (1.3); 
Defects in design drawings(17.3); Occupation of the Works (17.3); Notifying 
incorrect setting-out data (4.7); Late issuance of design drawings or instructions 
(1.9); Late attendance to tests or inspections (9.2); Interference with tests on 
completion (10.3).  
Contractor’s behavioral risks: Labor injuries and accidents (4.1); Improper 
interference with the convenience of the public (4.14); Damage caused by 
transportation of goods (4.16); Acts or defaults by subcontractors (4.4); Defects in 
Materials, Plant and Workmanship (7.1, 7.5).  
Risks caused by Third Party’s behaviors: Unauthorized entry (4.22); Delay caused by 
Authorities (8.5).  
Under the FIDIC Form, the Employer is responsible for his own behavioral risks, 
including the risks of Engineer who acts on the Employer's behalf, and the 
Contractor is responsible for his own risks, including those of the Sub-Contractor, as 
between the Employer and the Contractor, except for Nominated Subcontractor. 
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4.  STANDARD TYPE INTERNATIONAL CONSTRUCTION CONTRACTS 
Each country has its own unique legislation system. In exactly the same way each 
country prefers different standard type construction contracts, which there are 
several. Standard forms are prepared jointly by professional bodies and organizations 
representing contractors or by large organizations and public bodies to suit their own 
circumstances. The intention is that a common approach by the parties to all 
contracts will be achieved and standard interpretations of risks and responsibilities 
involved. The most commonly used types of construction contracts are as follow. 
4.1 Institution of Civil Engineers (ICE) 
ICE is an independent engineering institution and represents approximately 80,000 
civil engineers worldwide. Principal membership is in the United Kingdom, but it 
has memberships in China, Hong Kong, Russia, India and roughly 140 other 
countries. 
There are 6 ICE Conditions of Contract, which include: 
 ICE Conditions of Contract, 7th Edition. This Contract is based on the 
traditional pattern of engineer designed contractor built works with valuation 
by admeasurement. The traditional role of the engineer in advising the client, 
designing the works, supervising construction, certifying payment and 
adjudicating in cases of dispute is fully maintained. 
 ICE Conditions of Contract Design and Construct 2nd Edition. This 
contract radically departs from the normal ICE Conditions of Contract 
concept with the Contractor responsible for all aspects of design and 
construction, including any design originally provided by or on behalf of the 
Owner. The Form of Tender provides for payment on a lump-sum basis but 
other forms of payment may be used. 
 ICE Conditions of Contract Minor Works 3rd Edition. Intended for use in 
contracts where: the potential risks involved for both the Owner and the 
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Contractor are adjudged to be small; the works are of a simple and 
straightforward nature; the design of the works, save for any design work for 
which the Contractor is made responsible is complete in all essentials before 
tenders are invited; the Contractor has no responsibility for the design of the 
permanent works other than possibly design of a specialist nature; nominated 
Subcontractors are not employed; the contract value does not exceed 
£500,000 and the period for completion of the contract does not exceed 6 
months except where the method of payment is on either a daywork or a 
Cost-Plus-Fee basis. 
 ICE Conditions of Contract Term Version. The concept of a term contract 
is to carry out routine maintenance and remedial work within a set 
geographical area. A Contractor is appointed to carry out such work for an 
agreed period of time (the term) carrying out such packages of work as may 
be required by the Owner under conditions set out in the Term Version. The 
contract should be suitable for planned and reactive maintenance or 
refurbishment work as well as for new work and emergency works where a 
Contractor may be on call. 
Each package of work to be carried out is identified in a works order which 
defines the works required and their location, sets any programming needs 
and also states any special requirements or payment terms. Payments will 
normally be valued by measurement using rates set down in the term contract 
but specially agreed prices or a cost plus arrangement may also be used. 
 ICE Conditions of Contract Ground Investigation, 2nd Edition. The 
conditions are very closely based on the ICE General Conditions of Contract 
5th Edition. The contract conditions specify that the work will be under the 
full direction and control of the Engineer, and on site, under the supervision 
of the Engineer's representative or other person appointed by the Engineer. 
The company or firm undertaking the physical work is referred to as the 
Contractor. 
With limited exceptions, the role of the Contractor is to perform the physical 
works and testing included within the contract documents, the control, 
direction and interpretation of such work generally being in the hands of the 
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Engineer or his representatives. In following the ICE General Conditions of 
Contract 5th Edition, the contract price is indeterminate at tender stage and is 
only finally derived on final measurement of the work undertaken. 
 Agreement for Consultancy Work in respect of Domestic or Small 
Works. ICE has produced this contract for domestic or small works in the 
form of a checklist for discussion with the client. It is divided into five 
sections, four of which reflect the type of services most often provided and 
the fifth deals with payment. 
The ICE documents are traditionally for Engineering Contractors. Traditionally they 
were Engineer based contracts where the Owner (Employer) appointed the Engineer. 
4.2 The Joint Contracts Tribunal (JCT) 
Since 1931, the JCT, based in London, England, has been producing standard forms 
of contract, guidance notes and other standard documents used in the construction 
industry. 
The major types of form are listed below, traditionally English building contracts 
have been divided into With and Without Quantities forms to cover both methods of 
measurement. 
 Major Project Construction Contract (MP). The Major Project 
Construction Contract has been developed to meet the needs of clients who 
regularly procure the construction of major buildings. It reflects those 
amendments frequently made to JCT developed standard form building 
contracts by developers and other large commercial organizations. This form 
is suitable for experienced users who require limited procedural provisions in 
the contract form and have their own in-house procedures, for experienced 
knowledgeable contractors who can put in place a proper system of risk 
management, and for significant projects in terms of size and complexity. 
MP is the first JCT form specifically to provide for third party rights. It caters 
to various levels of design input on the part of the Owner and the Contractor 
and incorporates a design submission procedure. The MP also provides for 
projects carried out in phases, and therefore does not require a supplement, 
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and it also requires the parties to establish their own insurance requirements, 
in contrast to other JCT forms. 
In the following conditions MP is most appropriate: for major works where 
the Owner regularly procures large scale construction work and where the 
Contractor to be appointed is experienced and able to take greater risk than 
would arise under other JCT contracts; where the parties have their own 
detailed procedures and where limited procedures only need to be set out in 
the contract conditions; where the Owner has prepared his requirements and 
provided these to the Contractor; where the Contractor is not only to carry out 
and complete the works, but also to complete the design; the Owner employs 
a representative to exercise the power and functions of the Owner under the 
contract. MPs can be used as well where the works are to be carried out in 
sections. 
 Intermediate Building Contracts (IC). ICs are best suit: where the proposed 
building works are of simple content involving the normal, recognized basic 
trades and skills of the industry, without building service installations of a 
complex nature or other complex specialist work; where the works are 
designed by or on behalf of the Owner, fairly detailed contract provisions are 
necessary and the Owner is to provide the Contractor with drawings and bills 
of quantities, a specification of work schedules to define adequately the 
quantity and quality of the work; where an Architect/Contract Administrator 
and Quantity Surveyor are to administer the conditions. 
ICs can also be used: where works are to be carried out by sections; by both 
private and local authority Employers; where provisions are required to cover 
named specialists. ICs are not suitable where the Contractor is to design 
discrete parts of the works, even though all the other criteria are met – 
consider the Intermediate Building Contract with contractor’s design (ICD). 
ICs provide more detailed provisions and more extensive control procedures 
than the Minor Works Building Contract (MW) but are less detailed than the 
Standard Building Contract (SBC). 
 Design and build contract (DB). DBs are types of contract where the 
Contractor is restricted to design small discrete parts of the works and not 
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made responsible for completing the design for the whole works, 
consideration should be given to using one of the JCT contracts that provide 
for such limited design input by the Contractor and the employment of an 
Architect/Contract Administrator. 
Usage of DBs is appropriate: where detailed contract provisions are necessary 
and Owner’s requirements have been prepared and provided to the 
Contractor; where the Contractor is not only to carry out and complete the 
works, but also to compete the design; where the Owner employs an agent to 
administer the conditions. Same as in ICs, DBs can also be used where works 
are to be carried out by sections, and by both private and local authority 
Employers. 
 Management Building Contract (MC). This form is appropriate for use 
with large scale projects where an early start and the earliest possible 
completion are required. Works are designed by or on behalf of the Owner. In 
such situations it is not always possible to prepare full design information 
before work commences, and much of the detail design may be of a 
sophisticated or innovative nature requiring proprietary systems or 
components designed by specialists. The Owner provides the Management 
Contractor with drawings and a specification. Management Contractor is to 
administer the conditions; meanwhile, he does not carry out any construction 
work, but manages the project for a fee by employing a Contractor to carry 
out construction works. 
 Measured Term Contract (MTC). This form is appropriate for use by 
Owners who have a regular flow of maintenance and minor works, including 
improvements, to be carried out by a single contractor over a specified period 
of time and all under a single contract. Work is to be instructed from time to 
time and measured and valued on the basis of an agreed schedule of rates. 
 Minor Works Building Contract (MW). This form is appropriate for new 
works, alterations and extensions to all types of building: where the work 
involved is simple in character; where the Owner is to provide drawings 
and/or a specification and/or work schedules to define adequately the quantity 
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and quality of the work. It is not suitable for use where detailed control 
procedures are needed and where bills of quantities are required. 
 Prime Cost Building Contract (PCC). This form is appropriate for use 
where the Owner wants the earliest possible start. There may be insufficient 
time to prepare detailed tender documents; or circumstances such as an 
inability to accurately define the work may make the use of the detailed 
tender documents inappropriate, necessitating the appointment of a 
Contractor simply on the basis of an estimate of the total cost. Detailed 
contract provisions are necessary and the Owner is to provide a specification 
describing and showing the items of work; drawings may also be provided. 
The work proceeds on the basis of a brief specification, drawings and an 
estimate of cost. The Contractor is paid his reasonable cost plus either a fixed 
sum or a percentage of the cost, as a fee. 
 Repair and Maintenance Contract (RM). This form is appropriate where 
the work involves the repair and maintenance of the building; no independent 
Contract Administrator is to be appointed. 
 Standard Building Contract (SBC). SBCs are suitable for projects procured 
via the traditional or conventional method. The Owner is responsible for the 
design, and this is usually supplied to the contractor by the Architect or the 
Design Team working on the Owner’s behalf. However, SBCs also have 
optional provision for a “Contractor’s Designed Portion”, if the appointed 
Contractor is to be responsible for the design of specific parts of the works. 
Depending on the type of SBC used, the Owner (through its advisers) will 
need to provide drawings and specifications, works schedules or bills of 
quantities to specify the quantity and quality of work at tender stage. 
The JCT range of contracts are fundamentally building rather than civil engineering 
contracts but are used for projects where both building and civil engineering works 
are involved. They cover orthodox contracting and design and build and management 
contracts. Some forms deal with less complicated or expensive forms of contract. 
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4.3 New Engineering Contract (NEC) 
Originally launched in 1993, and then known as the “New Engineering Contract”, 
the NEC was praised for its collaborative and integrated working approach to 
procurement. The original box set consisted of 10 documents. The second edition of 
the box set, called NEC2, was launched in 1995, adding in several new documents to 
the family including a professional services and adjudicator's contract. The most 
recent box set was launched in 2005 and named NEC3. NEC3 contained many 
improvements and a number of new documents, including term service & framework 
contracts. The Term Service Short Contract followed in 2008, and in 2010 the NEC3 
Supply Contract and the Supply Short Contract were added. NEC3 is suitable for 
procuring a diverse range of Works, Services, and Supply. 
NEC3 Works Contracts encompasses purchases such as buying the construction of 
buildings, highways, bridges and process plants. These purchases are typically for 
projects with a clear end deliverable. They may include elements of design. 
 NEC3 Engineering and Construction Contract (ECC). This contract 
should be used for the appointment of a contractor for engineering and 
construction work, including any level of design responsibility. This contract 
is typically about delivering an end product. 
 NEC3 Engineering and Construction Short Contract (ECSC). This 
contract is an alternative to ECC and is for use with contracts which do not 
require sophisticated management techniques, comprise straightforward work 
and impose only low risks on both client and a contractor. 
 NEC3 Engineering and Construction Subcontract (ECS). This contract 
should be used for the appointment of a subcontractor for engineering and 
construction work where the contractor has been appointed under the ECC 
and is written as a back to back set of terms and conditions. 
 NEC3 Engineering and Construction Short Subcontract (ECSS). This 
contract can be used as a subcontract to ECC or ECSC. It should be used with 
contracts that do not require sophisticated management techniques, comprise 
straightforward work and impose only low risks on both the contractor and 
subcontractor. 
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 NEC3 Adjudicator’s Contract (AC). This contract should be used for the 
appointment of an Adjudicator to decide disputes under the NEC3 family of 
contracts. It may also be used for the appointment of an Adjudicator under 
other forms of contract. 
 NEC3 Framework Contract (FC). This contract should be used for the 
appointment of one or more suppliers to carry out construction work or to 
provide design or advisory services on an as instructed basis over a set term. 
This umbrella contract must be used in conjunction with one or more of the 
other NEC3 contracts and provides a sophisticated call off mechanism. 
NEC3 Service Contracts include purchases of both professional services such as 
engineering, architectural and consultancy works along with more composite 
maintenance or management services such as soft/hard facilities management, 
cleaning, catering, security services, maintenance of a specific plant/building, data 
processing and more complex services such as ambulance services. 
 NEC3 Term Service Contract (TSC). This contract should be used for the 
appointment of a supplier to maintain a service or manage and provide a 
service. These services may include elements of design and relate to physical 
works or soft services such as facilities management. They may have discrete 
packages of project works; although where the bulk of the scope is about 
delivering a physical end product it may be appropriate to use one of the 
NEC3 Work Contracts as an alternative. The TSC contains a call off facility. 
 NEC3 Term Service Short Contract (TSSC). This contract is an alternative 
to TSC and is for use with contracts which do not require sophisticated 
management techniques, comprise straightforward services and impose only 
low risks on both client and a contractor. 
 NEC3 Professional Services Contract (PSC). This contract should be used 
for the appointment of a supplier to provide professional services, such as 
engineering, design or consultancy advice. Unlike the TSC, which is about 
maintaining a service, this contract is about delivering a service or advice. 
This contract, like the TSC, contains a call off facility. 
 NEC3 Professional Services Short Contract (PSSC). The Professional 
Services Short Contract is intended for use in the appointment of a supplier to 
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provide professional services. This short version of the Professional Services 
Contract is for use on smaller scale projects comprising straight forward work 
not requiring such sophisticated management. 
NEC3 Supply Contracts include supply of high risk/value goods and associated 
services such as transformers, turbine rotors, rolling stock, loading bridges, 
transmission plant and cable, process plant together with the lower risk/value goods 
and associated services such as building materials, simple plant and equipment, 
stationery, manufacturing parts, components and store items. 
 NEC3 Supply Contracts. This contract should be used for local and 
international procurement of high value goods and related services including 
design. 
 NEC3 Supply Short Contracts. This contract should be used for local and 
international procurement of goods under a single order or on a batch order 
basis, and is for use with contracts which do not require sophisticated 
management techniques and impose only low risks on both the Purchaser and 
the Supplier. 
NEC was developed as reaction to other more traditional forms of construction 
contracts which have been portrayed by some as adversarial. 
4.4 The American Institute of Architects (AIA) 
Based in Washington, D.C., the AIA has been US leading professional membership 
association for licensed architects, emerging professionals, and allied partners since 
1857. In 1857 13 architects met to form what would become the American Institute 
of Architects. The group sought to create an architecture organization that would 
“promote the scientific and practical perfection of its members” and “elevate the 
standing of the profession.” Over time, membership in the AIA has grown from the 
original 29 members in 1857, to 11,500 in 1957, to 75,000 in 2005. Today, the AIA 
has more than 300 branches in the United States and its territories, as well as in the 
United Kingdom, Continental Europe, and Hong Kong. 
The AIA organizes contract documents by two methods: by series based on the use 
of the document, and; by families based on types of projects or particular project 
delivery methods. 
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AIA Contract Documents are divided into six alphanumeric Series by document use 
or purpose: 
 A-Series are Owner/Contractor Agreements; 
 B-Series are Owner/Architect Agreements; 
 C-Series are Other Type Agreements; 
 D-Series are Miscellaneous Documents; 
 E-Series are Exhibits; 
 F-Series are reserved; 
 G-Series are Contract Administration and Project Management Forms. 
AIA Contract Documents are divided into nine Families based on project type or 
delivery method. Documents in each family provide a consistent structure and text 
base to support the major relationships on a design and construction project. 
 Conventional Family (A201). When the Owner’s project is divided into 
separate contracts for design with the architect and construction with one or 
more contractors. This is the most commonly used family of documents 
because it is suitable for the conventional delivery approach of design-bid-
build. 
 Construction Manager as Adviser Family (CMa). When the Owner’s 
project incorporates a fourth prime player – the Construction Manager – on 
the construction team (Owner, Architect and Contractor) to act as an 
independent adviser on construction management matters through the course 
of both design and construction. The Construction Manager as Adviser 
(CMa) approach enhances the level of expertise applied to managing a project 
from start to finish. In its purest form, this approach preserves the CMa's 
independent judgment, keeping that individual from being influenced by any 
monetary interest in the actual labor and materials incorporated in the 
construction work. 
 Construction Manager as Constructor Family (CMc). When the Owner’s 
project employs a Construction Manager who will complete the construction 
and also provide construction management services. Under the Construction 
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Manager as Constructor (CMc) approach, the functions of contractor and 
construction manager are merged and assigned to one entity that may or may 
not give a guaranteed maximum price, but which typically assumes control 
over the construction work by direct contracts with the subcontractors. 
 Design-Build Family. The Design-Build family is used where the project 
delivery method is design-build. In design-build project delivery, the Owner 
enters into a contract with a design-builder who is obligated to design and 
construct the project. The design-builder then enters into contracts with 
architects and construction contractors, as needed. 
 Integrated Project Delivery Family (IPD). IPD is a collaborative project 
delivery approach that utilizes the talents and insights of all project 
participants through all phases of design and construction. The AIA provides 
agreements for three levels of integrated project delivery. Transitional Forms 
are modeled after existing construction manager agreements and offer a 
comfortable first step into integrated project delivery. The Multi-Party 
Agreement is a single agreement that the parties can use to design and 
construct a project utilizing integrated project delivery. The Single Purpose 
Entity (SPE) creates a limited liability company for the purpose of planning, 
designing and constructing the project. The SPE allows for complete sharing 
of risk and reward in a fully integrated collaborative process. 
 Interiors Family. Documents in the Interiors Family are for use on small to 
large tenant projects for FF&E procurement services (i.e., furniture, 
furnishings and equipment) and for FF&E procurement combined with 
architectural interior design and construction services. These documents 
anticipate procurement of FF&E under a contract separate from design 
services. The Interiors documents procure FF&E under a contract separate 
from design services, preserving the architect's independence from any 
monetary interest in the sale of those goods. 
 International Family. The International Family is for US architects working 
on projects located in foreign countries. Because US architects usually are not 
licensed in the foreign country where a project is located, these agreements 
identify the US architect as a consultant, rather than an architect. 
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 Program Management Family. Use of the Program Management Family of 
AIA Contract Documents may be appropriate when the Owner involves one 
or more additional consultants to assist with program wide design and 
construction issues. The Program Management approach enhances the level 
of expertise applied to managing a program from start to finish. 
 Small Projects Family. Use of the Small Projects Family may be appropriate 
when a project is straightforward in design; of short duration (less than one 
year from start of design to completion of construction); without delivery 
complications, such as competitive bidding; and when project team members 
already have working relationships. This family is suitable for residential 
project, small commercial projects, or other projects of relatively low cost 
and brief duration. 
 Digital Practice Documents. These documents may be used for any projects 
involving digital data or Building Information Modelling (BIM). 
 Contract Administration & Project Management Forms. These forms are 
generally useful for all project delivery methods. The variety of forms in this 
group includes qualification statements, bonds, requests for information, 
change orders, construction change directives, and payment applications and 
certificates. 
More than 160 forms and contracts comprise AIA Contract Documents. These forms 
and contracts define the relationships and terms involved in design and construction 
projects. 
4.5 International Federation of Consulting Engineers (FIDIC) 
FIDIC is the International Federation of Consulting Engineers founded in 1913. Its 
members are national associations of consulting engineers. FIDIC is charged with 
promoting and implementing the consulting engineering industry’s strategic goals on 
behalf of its Member Associations and to disseminate information and resources of 
interest to its members. FIDIC, in the furtherance of its goals, publishes international 
standard forms of contracts for works and for clients, consultants, sub-consultants, 
joint ventures and representatives, together with related materials such as standard 
pre-qualification forms. 
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FIDIC also publishes business practice documents such as policy statements, position 
papers, guidelines, training manuals and training resource kits in the areas of 
management systems (quality management, risk management, business integrity 
management, environment management, sustainability) and business processes 
(consultant selection, quality based selection, tendering, procurement, insurance, 
liability, technology transfer, capacity building). 
4.5.1 Definition, history and general provisions 
As a result of a research for independent expert consultants for the World Fair 
Exhibitions in 1913, a number of consulting engineers met to discuss the possibility 
of forming a global Federation. The meeting was a success in that it led to the formal 
constitution on 22 July 1913 of FIDIC, Fédération Internationale des Ingénieurs 
Conseils, or later, the International Federation of Consulting Engineers. The 
founding principles adopted were Quality, Integrity, and Sustainability. There were 
59 participants at the inaugural meeting; official delegates from Austria, Belgium, 
Canada, Denmark, France, Germany, Hungary, Netherlands, Russia, Switzerland, the 
United Kingdom and the USA. Three countries, Belgium, France and Switzerland 
decided to found the Federation. The other countries maintained provisional links 
during the initial years. However, due to the World Wars and other major political 
disturbances, FIDIC development was slow until the late 1940’s. The number of 
member countries changed constantly, and all came from Europe. In 1959, they were 
joined by Australia, Canada, South Africa, and the USA. This made FIDIC a truly 
international Federation. 
The Federation developed gradually over the years into a truly global organization 
with Member Associations representing countries from all regions of the world. 
Today, FIDIC membership covers 94 countries of the world. More than ever, the role 
of FIDIC has become essential for the consulting engineering industry. FIDIC not 
only represents the countries where Member Association are located, it has become 
the voice of the consulting engineering industry in a globalized world. 
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4.5.2 FIDIC objectives and policies 
FIDIC objectives are as follow: 
 Be the recognized international authority on issues relating to consulting 
engineering best practice. Develop and promote global best consulting 
engineering business practices, especially in FIDIC’s key areas of Quality, 
Sustainability and Integrity. Quality procurement of professional advisory 
services (which is what consulting engineers provide) is essential to help 
ensure quality services can be delivered. 
 Actively promote high standards of ethics and integrity among all 
stakeholders involved in the development of infrastructure worldwide. 
FIDIC must represent and promote ethical business practices throughout the 
industry and work with others to archive this objective. FIDIC must 
encourage consultants to fight corruption and to co-operate with other parties 
involved in this effort. 
 Maintain and enhance FIDIC’s representation of the consulting 
engineering industry worldwide. The aim is to have all relevant and 
qualified associations as strong members of FIDIC, representing the industry 
at the national level, and to be recognized by all relevant authorities as the 
industry’s representative. 
 Enhance the image of consulting engineering. Raise the status of 
consulting engineers. Help re-position consulting engineers and their 
professional colleagues so that they are seen as being significant contributors 
to economic growth and to prudent investment in essential infrastructure. An 
improved image will also help attract the best people into consulting 
engineering. Ensure that FIDIC adapts as society, and perhaps our business 
models, change, to meet the demands of global challenges such as 
urbanization; climate change; improved energy efficiencies; water supply and 
waste management; transport improvements. 
 Promote and assist the worldwide development of viable consulting 
engineering industries. Assist member associations. Where such 
associations are not yet formed, support the emerging consulting engineering 
industry. Appropriate capacity development is important for the industry to 
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maintain best practices and quality services which are sustainable. 
Advocating the critical importance of engineering to economic growth is 
important to all Members, who need relevant information and tools to inform 
and advise their decision makers on the need for a strong consulting 
engineering industry. 
 Promote and enhance the leading position of FIDIC’s Forms of Contract. 
FIDIC should continue to be the leading authority on construction contracts 
globally – much of FIDIC’s current positive international reputation results 
from this. 
 Improve and develop FIDIC’s training and publishing activities. Training 
and publishing are two parts of FIDIC’s activities that help make the 
organization visible and valued. All surplus income from these activities 
enables the organization to address its other strategic objectives without 
increasing the subscriptions of its member associations. 
 To promote and encourage the development of Young Professionals in 
the Consulting Engineering Industry. FIDIC recognizes the importance of 
a strong young professional community as they represent the future of the 
industry. FIDIC will continue to provide a platform for young professional 
development and remain open to new ideas, suggestions and contributions for 
them. 
The Federation promotes the business interest of firms supplying technology-based 
intellectual services for the built and natural environment. 
General principles for the membership: There can only be one national member 
organization per country. If a Member Association exists in a country and a company 
or organization qualifies to join this Member Association, then the company or 
organization cannot be an Affiliate or Associate Member of FIDIC. A company or 
organization will generally belong directly to FIDIC (usually as an Affiliate, but 
possibly as an Associate in a special case, if there is no national Member Association 
in the country; or the company or organization is not eligible to join a national 
Member Association, but qualifies for membership in FIDIC (e.g., an international 
law firm that works extensively with the consulting engineering industry 
internationally). 
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Membership categories: Member Association – a national association which is the 
largest association of firms providing technology-based intellectual consulting 
services for the built and natural environment in a country; Associate Member – any 
organization, association, firm or groups of firms which is based in a country not 
having a Member Association, and which has a major part of its activity in the 
engineering consulting industry. This membership category is aimed at organizations 
that aim to become a FIDIC national Member Association; Affiliate Member – any 
individual. association, organization, firm or groups of firms which is based in a 
country having or not having a Member Association, and which supports the 
objectives of the Federation. This membership category is aimed at commercial 
organizations which aim to maintain a close contact with FIDIC and to support the 
federation's activities at the local and international level. 
Speaking of FIDIC policies following should be mentioned: as it was described 
earlier one of FIDIC’s main objectives is to actively promote high standards of ethics 
and integrity among all stakeholders. Thereto FIDIC developed its Code of Ethics, 
which is to be recognized and followed by all participants. The Federation stresses 
that the work of the consulting engineering industry is critical to the achievement of 
sustainable development of society and the environment. But in order to reach its full 
effectiveness not only must engineers constantly improve their knowledge and skills, 
but also society must respect the integrity and trust the judgment of members of the 
profession and remunerate them fairly. All member associations of FIDIC subscribe 
to and believe that the following principles are fundamental to the behavior of their 
members if society is to have that necessary confidence in its advisors. 
 Responsibility to society and the consulting industry. The consulting 
engineer shall accept the responsibility of the consulting industry to society; 
seek solutions that are compatible with the principles of sustainable 
development; at all times uphold the dignity, standing and reputation of the 
consulting industry. 
 Competence. The consulting engineer shall maintain knowledge and skills at 
levels consistent with development in technology, legislation and 
management, and apply due skill, care and diligence in the services rendered 
to the client; perform services only when competent to perform them. 
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 Integrity. The consulting engineer shall act at all times in the legitimate 
interest of the client and provide all services with integrity and faithfulness. 
 Impartiality. The consulting engineer shall be impartial in the provision of 
professional advice, judgment or decision; inform the client of any potential 
conflict of interest that might arise in the performance of services to the 
client; not accept remuneration which prejudices independent judgment. 
 Fairness to others. The consulting engineer shall promote the concept of 
“Quality-Based Selection”; neither carelessly nor intentionally do anything to 
injure the reputation or business of others; neither directly nor indirectly 
attempt to take the place of another consulting engineer, already appointed 
for a specific work; not take over the work of another consulting engineer 
before notifying the consulting engineer in question, and without being 
advised in writing by the client of the termination of the prior appointment for 
that work; in the event of being asked to review the work of another, behave 
in accordance with appropriate conduct and courtesy. 
 Corruption. The consulting engineer shall neither offer nor accept 
remuneration of any kind which in perception or in effect either a) seeks to 
influence the process of selection or compensation of consulting engineers 
and/or their clients or b) seeks to affect the consulting engineer’s impartial 
judgment; co-operate fully with any legitimately constituted investigative 
body which makes inquiry into the administration of any contract for services 
or construction. 
Besides afore-mentioned Code of Ethics, FIDIC has issued a number of Policy 
Statements about issues relevant to the conduct of consulting engineering firms that 
are particularly relevant to clients and financing agencies in developing countries. 
Policy Statements consist of 25 items. 
4.5.3 FIDIC types of contracts and agreements 
FIDIC’s Contracts Committee produces standard forms of contract for civil 
engineering projects, which are used globally. The purpose of these standard forms is 
to define the contractual relationship between the parties and to apportion risks 
between the contractor and the employer. FIDIC states that their contracts allocate 
risks fairly to the party that is best able to bear and control that risk. It is important to 
54 
remember that the FIDIC forms represent a starting point for the preparation of a 
construction contract. However, they are routinely amended to reflect the particular 
characteristics of each project and the requirements of the parties. 
The forms of contract are drafted for use on a wide range of project types. The main 
forms are differentiated by the color of their covers. The choice of form depends on 
the type of project being contemplated, in particular: Conditions of Contract for 
Works of Civil Engineering Construction: The Red Book (1987); Conditions of 
Contract for Electrical and Mechanical Works including Erection on Site: The 
Yellow Book (1987); Conditions of Contract for Design-Build and Turnkey: The 
Orange Book (1995). 
During its past work in updating the Red and Yellow Books, FIDIC has noted that 
certain projects have fallen outside the scope of the existing Books. Accordingly 
FIDIC has not only updated the standard forms but has expanded the range, and has - 
in September 1999 - published a suite of four new Standard Forms of Contract which 
are suitable for the great majority of construction and plant installation projects 
around the world. The FIDIC “Rainbow Suite” of New Contracts includes: 
 the Red Book: Conditions of Contract for Construction for Building and 
Engineering Works Designed by the Employer; 
 the Yellow Book: Conditions of Contract for Plant and Design-Build; 
 the Silver Book: Conditions of Contract for EPC/Turnkey Projects; 
 the Green Book: Conditions of Short Form of Contract. 
These 'new' forms were first editions and designed to be user-friendly, with a 
standardized approach and a reduction in the general conditions from over 60 to 20 
clauses. Additional forms in use since 1999 include: 
 the Pink Book: MDB/FIDIC Contract: FIDIC conditions incorporated in the 
standard bidding documents of Multilateral Development Banks; 
 the Blue Book: Contract for Dredging and Reclamation Works; 
 the White Book: Client/Consultant Model Services Agreement; 
 the Gold Book: FIDIC Design, Build and Operate Projects; 
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 the Conditions of Subcontract for Construction: Conditions of Subcontract for 
Construction for Building and Engineering Works Designed by the 
Employer. 
The Red Book. In 1956 the first edition of the original form of Red Book was 
published. This was updated and amended over four editions. Then in 1999 FIDIC 
released a totally new set of standard forms of contract, including a brand new 
version of the Red Book, which superseded the original version of the Red Book. 
The Red Book is the FIDIC recommended form of contract for building or 
engineering works where the employer has been responsible for nearly all the design. 
In fact FIDIC claim that the Red Book is the most widely used international 
construction contract where most of the works have been designed by the employer. 
A key feature of the Red Book is that payment is made according to bills of 
quantities (i.e. a document in which materials, plant, and labor (and their costs) are 
itemized), although payment can also be made on the basis of agreed lump sums for 
items of work. The Red Book is administered by the engineer (a third party) rather 
than the contractor or the employer. The engineer will also be responsible for 
monitoring the construction work (but still keeping the employer fully informed so 
that he may make variations) and certifying payments. 
The Yellow Book. This form of contract is drafted for use on projects where the 
contractor carries out the majority of the design (i.e. the contractor carries out the 
detailed design of the project so that it meets the outline or performance specification 
prepared by the employer). The Yellow Book is therefore traditionally used for the 
provision of plant and for building or engineering works on a design/build basis. 
The Yellow Book is a lump sum price contract with payments made according to 
achieved milestones on the basis of certification by the engineer (like the Red Book, 
the engineer administers the contract). The contractor is also subject to a fitness-for-
purpose obligation in respect of the completed project. 
The Silver Book. The Silver Book is drafted for use on EPC (Engineer, Procure, 
Construct) projects. These are projects that require the contractor to provide a 
completed facility to the employer that is ready to be operated at ‘the turn of a key’. 
These contracts therefore place the overall responsibility for the design and 
construction of the project on the contractor. 
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The Silver Book is used where the certainty of price and completion date is 
important. The Silver Book allows the employer to have greater certainty as to a 
project’s cost as the contractor assumes greater time and cost risks than under the 
Yellow Book. The Silver Book may also be used for privately financed BOT (Build, 
Operate, Transfer) projects. These are projects where the employer takes total 
responsibility for the design, construction, maintenance and operation of a project 
and wishes to pass the responsibility in respect of construction to the contractor. 
There is no engineer under the Silver Book as his responsibilities are assumed by the 
employer. Similar to the Yellow Book, the contractor is also subject to a fitness-for-
purpose obligation in respect of the completed project. 
The Green Book. This is FIDIC’s recommended form of contract for use on 
engineering and building works of relatively small capital value or where the 
construction time is short. FIDIC has provided guidance that this would probably 
apply to contracts with a value of less than US $500,000 or a construction time of 
less than six months. However, the Green Book may also be suitable for simple or 
repetitive work. 
Although typically in these types of arrangements the contractor is to construct the 
works according to the employer’s design, it does not matter whether the design is 
provided by the employer or by the contractor. 
The Pink Book. This is a variant of the Red Book. It is drafted for use on projects 
that are funded by certain Multilateral Development Banks (‘MDBs’), which are 
supranational institutions such as the World Bank, where the Red Book would 
otherwise have been applicable. Where the project is funded by an MDB but the 
employer is not responsible for the design, the parties should not use the Pink Book, 
but use and amend one of the other FIDIC forms of contract. Prior to the publication 
of the Red Book, where the MDBs had originally adopted the Red Book for the 
projects they were funding, they amended the FIDIC General Conditions. As a result 
of negotiations between FIDIC and the MDBs, the Pink Book was drafted which 
incorporated the amendments that were commonly inserted by the MDBs. 
The Blue Book. FIDIC state that the Blue Book is suitable for all types of 
reclamation and dredging works as well as ancillary construction works. Typically, 
under such form of contract the contractor constructs the works in accordance with 
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the employer’s design. However, this form of contract can also be adapted for 
contracts that include or consist entirely of contractor-designed works. 
The White Book. This form of contract is not for the provision of construction and 
engineering works despite it also being referred to by the color of its cover. This 
form of contract is used to appoint consultants to provide services to the employer 
such as feasibility studies, design, contract administration and project management. 
The White Book typically forms the basis of the agreement between the consultant 
and the employer where the construction and engineering works are being 
undertaken pursuant to a FIDIC contract. 
The Gold Book. FIDIC state that the Gold Book is drafted to minimize the risk of 
rapid deterioration after the handover of a project due to poor design, workmanship 
or materials. The Gold Book is therefore suitable where a long-term operation and 
maintenance commitment is required along with design and build obligations. The 
contractor must operate and maintain the completed project on behalf of the 
employer for a period of typically 20 years from the date of the Commissioning 
Certificate, which is issued at completion of construction of the project. During this 
20 year period the contractor must meet certain targets and at the end of this period 
the project must be returned to the employer in an agreed condition. Throughout the 
20 year period the employer owns the plant but the contractor operates it at the 
contractor’s own risk. However, the contractor has no responsibility for financing the 
project or ensuring its long-term success. 
The Conditions of Subcontract for Construction. Unlike the above forms of 
FIDIC contract, no color is given to this form of contract. This is the FIDIC 
recommended form of subcontract for use with the Red, Yellow, Silver and Gold 
books referred to above. 
All FIDIC books define the role of the engineer essentially as the agent of the 
employer. The engineer is primarily responsible for contract administration. The 
engineer: issues instructions and notices; monitors the works; acts as certifier. The 
engineer is no longer stated to be impartial - in the Red and Yellow Books the 
engineer is deemed to and in practice does act for the employer. 
The contractor's main obligation under any construction contract is of course the 
construction and completion of the works within the specified time for completion 
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and in accordance with the contract. Its other obligations under the Red and Yellow 
Books include: fitness for purpose – ensuring that its design will meet the employer's 
requirements; design responsibility; carrying out the works in a proper and 
workmanlike manner with properly equipped facilities and non-hazardous materials; 
providing those facilities and choosing those materials; responsibility for method of 
working. The contractor also has an obligation to perform certain administrative and 
other functions to facilitate performance, including providing information needed for 
the execution and completion of the works and the issuing of notices including for 
events increasing cost or completion time. 
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5.  CONSTRUCTION SECTOR OF KAZAKHSTAN 
5.1 General information about Kazakhstan  
Kazakhstan is the world’s largest landlocked country by land area and the ninth 
largest country in the world. With a territory of 2,727,300 square kilometres 
Kazakhstan is located in Central Asia and has borders with Russia, China, 
Kyrgyzstan, Uzbekistan, and Turkmenistan, and also adjoins a large part of the 
Caspian Sea. With 17 million people (2013 estimate), among which 131 ethnicities, 
Kazakhstan has the 62
nd
 largest population in the world, though its population 
density is less than 6 people per square kilometre. The majority of the population are 
two nations: Kazakh – 65% and Russians – 26%. Kazakhstan is a presidential 
republic. Its territory is divided into 14 regions. The country has 82 cities and towns, 
the biggest of which are Almaty, Shymkent, Karagandy, Zhambyl, Semey, Pavlodar, 
Oskemen, Astana, Oral, and Aktobe. The capital of Kazakhstan is Astana with a 
population of 808,000 people. 
5.2 Education, healthcare and environment 
Education. Education is a high priority for Kazakhstan, and in 2009, Kazakhstan 
ranked first on UNESCO’s “Education for All Development Index” by achieving 
near-universal levels of primary education, adult literacy, and gender parity. These 
results have reflected Kazakhstan’s efforts of expanding pre-school access and free, 
compulsory secondary education. For the next 10 years, Kazakhstan is embarking on 
further major reforms across all education levels. 
Healthcare. Kazakhstan faces challenges in restructuring its healthcare system. The 
country’s health outcomes lag behind its rapidly increasing income. The major 
causes of adult mortality are non-communicable diseases such as cancer, 
cardiovascular disease, other tobacco and alcohol-related diseases and injuries. The 
new State Health Care Development Program recognizes health as one of the 
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country’s major priorities and a pre-requisite for sustainable socioeconomic 
development. 
Environment. Kazakhstan inherited significant environmental concerns related to 
past military nuclear testing programs, industrial and mining activities, as well as 
land degradation, desertification, and water scarcity problems. Air and water 
pollution are a significant environmental concern in Kazakhstan. Environmental 
monitoring systems are not adequately funded to reflect the current pollution load on 
the environment. The Government has made progress in environmental management, 
but significant challenges remain. 
5.3 Natural resources and economy 
Natural resources. Kazakhstan is a country rich of natural resources. According to 
some estimates, Kazakhstan has the second largest uranium, chromium, lead, and 
zinc reserves; the third largest manganese reserves; the fifth largest copper reserves; 
ranks in top ten for coal, iron and gold; exports diamonds; has the 11
th
 largest proven 
reserves of both petroleum and natural gas. 
Economy. According to The World Bank report, in 2012 Kazakhstan’s Gross 
Domestic Product was equal to 203,521 million of US dollars, which gave 
Kazakhstan 50
th
 place in Competitiveness Ranking among all countries in the world. 
GDP growth in 2012 was 5%, meanwhile inflation rate was 5.1%. Strong domestic 
demand, coupled with increased oil output and recovered crop production, boosted 
economic growth from 5% in 2012 to 6% in 2013. An expansion of credit was the 
key driver of growth in private consumption and investment activity in 2013. Income 
growth in the country had a positive impact on poverty indicators, with prosperity 
shared broadly. Over the last year, the share of the population living in poverty went 
down from 5.5% in 2011 to 3.8% in 2012, as measured by the national poverty line. 
This is a significant improvement from 47% officially registered in 2001. Country’s 
Human Development Index (index used by United Nations to measure the progress 
of a country) was 0.754 points in 2012, leaving it in 64
th
 place in the table of 175 
countries. Kazakhstan holds 50
th
 place in Doing Business Index in 2014 (53
rd
 place 
in 2013; 56
th
 place in 2012). Corruption Perceptions Index of the country in 2013 
was at the level of 26, which put Kazakhstan in 140
th
 place among 176 countries. 
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Kazakhstan’s main imports are machinery, mineral and chemical products, vehicles, 
articles of iron and steel, and electric and electronic equipment. Its main exports are 
mineral fuels and oils, iron and steel, copper, and inorganic chemicals. 
Trade policy will remain a central instrument to help the country integrate into the 
global economy, but Kazakhstan will face a complex trade policy environment in the 
medium-term. The economy is adjusting to the Eurasia Customs Union which it 
joined in 2010 and is pursuing an accelerated schedule of further integration into the 
Common Economic Space by 2015. Kazakhstan is also expected to join the World 
Trade Organization in the near future while its trade strategy lists several free trade 
agreements to be negotiated. 
Attracting investments is one of the most important determinants of economic 
growth and competitiveness of the national economy as well as a facilitator of its 
integration into the global production processes. The inflow of foreign investments to 
the economy of the host country may accelerate development of enterprises, improve 
the quality of human capital assets, create jobs, attract high technologies and give 
impetus to their distribution in related industries. 
On 19 March 2010 President of the Republic of Kazakhstan approved State Program 
of Forced Industrial Innovation Development of the Republic of Kazakhstan for 2010 
– 2014 (SPFIID). Program objectives are: arrangement of favorable conditions for 
direct investments to non-primary export-oriented and high-technology industries as 
well as integration into the world trade system through promotion of processed goods 
export. Program tasks are as follow: improvement of conditions for investments 
attraction; promotion of a positive investment image of Kazakhstan; creation of the 
new Special Economic Zones (“SEZ”) and Industrial Zones (“IZ”); improvement of 
a legal framework for SEZ activity control; development and promotion of the export 
of the Kazakhstani products by service support to exporters; financial backing of 
exporters. The Program is a logical extension of the state policy on economic 
diversification and integrated the main approaches of the Strategy of Industrial and 
Innovation Development for 2003 - 2015. The Program is aimed at building an 
integrated system promoting inflow of foreign direct investments into the domestic 
production with high added value and developing a system of government incentives 
and support to export orientation of domestic production with high added value. The 
policy to attract investments within the industrial innovation development of the 
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country should be basically focused on reallocation of investments from mining into 
processing sector of economy. Ministry of Industry and New Technologies of the 
Republic of Kazakhstan prepared SWOT analysis of investment attractiveness in 
Kazakhstan, which is given further (Table 5.1). 
According to the National Bank of Kazakhstan the economy of the country attracted 
108.05 billion USD (Figure 5.1) for 17 years of independence from 1993 to 2009. It 
should be noted that during the first 12 years the inflow reached only 34.2 billion 
USD and over the past 5 years - 73.9 billion USD (2.2-fold growth). 
 
Figure 5.1 : FDI stock attracted in 1993 – 2009 in billions of USD (Source: National 
Bank of the Republic of Kazakhstan). 
Table 5.1 : SWOT analysis of investment attractiveness in Kazakhstan (prepared by 
Ministry of Industry and New Technologies of the Republic of Kazakhstan). 
Strength Weaknesses 
Favorable business environment of the 
country sustained by economic and 
political stability. 
Lack of a systematic approach for 
holding state investment policy. 
High investment attractiveness of the 
country due to rich natural and mineral 
resources. 
Instable national legislation and a lack of 
mechanisms for law and contractual 
relationship observance. 
Favorable geographic position of 
Kazakhstan in proximity to major 
consumer markets of Central and 
Western Asia, Russia, India and China.  
Poor competitive conditions for 
investment attraction (customs and 
exchange arrangements). 
Consciousness of state investment policy Undeveloped infrastructure for 
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priority. investment attraction (special zones, 
financial, bank, information and 
analytical, consulting, transport 
infrastructure etc). 
Establishing specialized institutes and a 
resource base focused on facilitating 
investment inflow. 
Instable system of public administration 
related to investment attraction. 
 Visa regime. 
Opportunities Threats 
Position of a regional leader for 
investment attraction volume. 
Loss of investment attractiveness of the 
country resulted from raw material base 
depletion. 
Creating a positive investment image of 
the country in the international capital 
markets. 
Retained high-risk economy due to 
retained primary product disproportion in 
the economy and investments. 
Building a systematic and consistent 
policy for investment attraction. 
Loss of available industrial potential for 
development of the country due to poor 
investments to capital stock. 
Forming an effective state and private 
infrastructure for investment attraction. 
Strengthening a negative investment 
image of the country resulted from a lack 
of a clear-cut state policy and its 
implementation for investment attraction. 
Ensuring a sustainable and balanced 
economic growth of the country through 
redistribution of investments from 
extractive to processing economic sector. 
Direct losses from the state budget due to 
ineffective usage of funds for investment 
attraction. 
Resources of JSC “Kaznex Invest 
National Export and Investment Agency” 
Corruption (at customs post, in tax 
payment). 
 
5.4 Construction sector 
Construction complex is one of the leading sectors of the economy in any developing 
country, which interacts with the various sectors of the economy and has a direct 
impact on gross domestic product (GDP) growth. Share of construction industry in 
GDP of the country was equal to 7,6% in 2011. In the same 2011 7% of all working 
population of Kazakhstan were working in construction (Figure 5.2). Construction 
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industry has a major influence on the economy of Kazakhstan as well as on 
conditions in social sphere of the country. Construction industry has unique features 
that differs it from other industries, and this fact requires specific form of 
organization and management of construction production. Among afore-mentioned 
specific features are: uniqueness of projects, stationery type of production, variety of 
participants of construction process, comparatively slow capital turnover, and high 
degree of risk. 
 
Figure 5.2 : Number of construction companies in 2007-2011 (units/year). 
Within the framework of State Program of Forced Industrial Innovation 
Development of the Republic of Kazakhstan for 2010 – 2014 (SPFIID) Government 
of the Republic of Kazakhstan on September 30, 2010 approved the Resolution № 
1004: Program “Development of construction industry and production of building 
materials in the Republic of Kazakhstan for 2010 – 2014 (DCIPBM)”. The objective 
of the DCIPBM Program is a supplement of industrial innovation development of 
construction industry, stable and balanced production of building materials in the 
Republic of Kazakhstan. DCIPBM Program tasks are: increase of the share of 
national building materials production companies in overall building materials 
production market of the country; rise of technological level of building materials 
production factories; reformation of system of technical regulations in construction 
industry with increase of its fit with international standards up to 90%; improvement 
of urban planning, and design of Master Plan of organization of territory of the 
Republic of Kazakhstan; improvement of estimate-pricing system in construction; 
further development of residential construction. Targeted indicators of DCIPBM 
Program include: not less than 76% increase of added value cost; increase of the 
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share of national building materials production companies up to 80% in overall 
building materials production local market; increase of productivity of labour in 
building materials production up to 63.000 USD per person. Funding sources of 
DCIPBM Program are state and local budget; Development Institutions’ funds; local 
private investments; foreign investments. 
At the same time, various foreign studies confirm that the fiscal policy of a particular 
country, the efficiency of the mechanism of the state incentives of the capital inflow 
in one or another sector of economy are the fundamental factors for the growth of 
direct foreign investments. 
Analysis of investment activities and construction activities in Kazakhstan. 
According to the data provided by the Agency of statistics of the Republic of 
Kazakhstan (AOS) investments in capital assets in 2009 was equal to 4.546,9 billion 
tenge or 30,826 billion USD (Table 5.2). Construction-and-assembling operations 
(Table 5.3; and Table 5.4) disbursement was 1.825,7 billion tenge or 12,377 billion 
USD of which 290,4 billion tenge or 1,968 billion USD was used for residential 
housing. 6,4 million square meters of residential houses was put in commissions. 
Table 5.2 : Investment activities and construction activities in Kazakhstan in 2005 – 
2009 (Source: AOS).  
Indicators Unit 2005 2006 2007 2008 2009 
Investments in capital 
assets, overall 
billions of 
tenge 
2421,0 2824,5 3392,1 4210,9 4546,9 
Investments in capital 
assets, foreign 
investments 
billions of 
tenge 578,4 569,4 622,5 1064,8 1682,1 
Volume of construction 
works 
billions of 
tenge 
1066,3 1441,2 1617,5 1785,0 1790,0 
Investments to 
construction-and-
assembling operations 
billions of 
tenge 1145,2 1341,1 1789,9 1995,7 1825,7 
Investments to residential 
construction 
billions of 
tenge 
254,3 368,4 490,4 468,0 290,4 
Building area, overall thousands 
of m² 
6740 8458 9835 10254 9883 
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Building area, non-
residential construction 
thousands 
of m² 
1748 2045 2886 3798 3875 
Number of construction 
companies 
quantity 5624 6278 7087 7383 5242 
Average annual workers 
quantity 
thousands 
of people 
179,6 206,9 236,7 231,4 212,4 
Average monthly 
nominal wage 
tenge 47921 55672 70778 81573 93858 
Construction industry 
share in country GDP 
% 7,8 9,8 9,4 8,1 8 
 
Table 5.3 : Comprehensive schools and preschool institutions start-up (Source: 
AOS).  
 
Year 
 
Comprehensive 
schools, overall 
Comprehensive 
schools, in 
countryside 
Preschool 
institutions, 
overall 
Preschool 
institutions, in 
countryside 
number 
of 
schools 
students 
capacity 
number 
of 
schools 
students 
capacity 
number capacity number capacity 
2007 72 28633 58 18296 15 2441 4 735 
2008 90 41291 67 23143 22 3822 5 640 
2009 90 48648 66 26246 36 5910 13 1230 
2010 93 52836 69 30564 54 8424 23 2660 
2011 65 25393 56 16191 88 17872 29 4335 
 
Table 5.4 : Hospitals and outpatient clinics start-up (Source: AOS).  
 
Year 
 
Hospitals, 
overall 
Hospitals, in 
countryside 
Outpatient 
clinics, overall 
Outpatient 
clinics, in 
countryside 
number number 
of beds 
number number 
of beds 
number visitors 
per 
shift 
number visitors 
per 
shift 
2007 19 1996 11 625 73 4256 21 707 
67 
2008 13 1315 6 575 111 5765 42 1182 
2009 17 1593 10 765 101 5085 57 1944 
2010 21 3435 10 805 81 6816 50 1601 
2011 23 2740 11 805 117 7078 99 3920 
 
Analysis of technical regulations in construction sector of Kazakhstan. At the 
present time construction activity in Kazakhstan is regulated by 2225 documents in 
the field of architecture, urban planning and construction, including 273 SNiPs*, 294 
SNs*, 28 SPs*, 112 RDSs*, 635 GOST*. The need of reformation of system of 
technical regulations in construction industry of Kazakhstan was caused by following 
factors: by intention of Kazakhstan to integrate into world economic system by 
standardization of system and processes based on the experience of developed 
countries; by demanding participants of international trade to follow laws and 
principles of world trade organizations in the area of technical regulations; by having 
an out-of-date technical inspection and control methods of technical regulations 
which doesn’t meet requirements of modern market economy; by the need to 
improve overall levels of construction industry, in order to have a high quality and 
secure of construction sector. 
In 2009 government-owned enterprise “Gosekspertiza” examined 11818 projects and 
preproject documentation, 48% of which didn’t meet the state construction 
performance requirements, therefore had been sent for redesign. Overall number of 
various faults and divergences exceeded 326.000. Most typical mistakes are: fault 
calculation of construction cost (48.36%); fault detailed engineering (20.04%); lack 
of structural strength of constructions and materials, fault space-and-planning design 
(20.93%). 
Architecture & construction control and licencing for which Construction and 
Housing & communal services Committee of Ministry of Industry and Trade was 
responsible, in 2005 passed into the hands of local bodies of executive power, which 
gave them the power of: licensing; giving a right to perform architectural, 
engineering, and construction actions; control of the quality of construction; bringing 
projects into operation. Aforesaid changes weakened system of quality control of 
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construction industry, therefore leading an increase of faults and divergences in 
industry. 
Analysis of land-use planning urban design. Urban design projects that have been 
designed in Kazakhstan in the early eighties couldn’t foresee political and economic 
changes in the country. Urban design development process under new circumstances 
required new regulations and projects. 28 August, 2006 the Government of the 
Republic of Kazakhstan approved a Resolution № 167 of the President of the 
Republic of Kazakhstan: “Strategy of territorial development of the Republic of 
Kazakhstan until 2015”. Agency for Construction, Housing and Utilities of the 
Ministry of Regional Development of the Republic of Kazakhstan was 
commissioned with development of Master Plan of the organization of the territory 
of the Republic of Kazakhstan for 2010-2014 years. Master Plan – is a town planning 
documentation based on a scientifically grounded concept of development of 
nationwide system of long-term forecasting of socio-economic development of the 
country, its regions and settlements. 
Analysis of estimate-pricing system. The main element of estimate-pricing system 
in construction sector of Kazakhstan is estimate-regulatory basis. In 2001 
Kazakhstan for the first time in the history of the country established its own 
estimate-regulatory basis. The basis consists of 561 technological normative 
documents and its aim is to set construction pricing standards. Basic prices indicators 
for materials, product, and constructions were set in accordance with the data of the 
Agency of statistics of the Republic of Kazakhstan. However, raise of railway rate 
quotation, raise of prices on energy resources, raise of fees for intermediary services, 
and financial delays led to the raise of prices in construction sector of Kazakhstan in 
2007-2008. 
Analysis of residential construction of Kazakhstan. In order to stimulate 
residential construction in Kazakhstan in 2005-2007 years State Program of 
Development of Residential Construction, approved by the President of the Republic 
of Kazakhstan, was implemented. The start-up task during this period was set on the 
amount of 15,8 million of square metres. Real volume was equal to 17,9 million of 
square metres, which exceeded the aim by 113%. 
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Consequences of world financial crisis affected construction industry of Kazakhstan. 
Investments into residential construction in 2008 were equal to 89% of previous year. 
Aimed start-up volume was 6,9 million of square metres and real volume was 6,9 
million of square metres, which still keeps it 100%. In 2009 real volume was 6,4 
million of square metres, which is equal to 103,2%, but equal only to 93,4% 
comparing to 2008. As we can see, even though real volume of start-up is equal or 
higher than planned volume, overall volume decreased comparing to previous years 
(Table 5.5). In 2009 start-up per person was equal to 0,40 m², which is 2,4 times 
higher, than in 2004 (0,17 m²/person). Decrease in economy growth was 
accompanied by general drop in business activity, drop of purchase power of people, 
decline in investment attractiveness of projects in industrial sectors, and banks’ 
almost full stop in financing investments projects. All these factors lead to drop in 
demand for contractors, decrease of construction companies’ number, construction 
investment projects’ risks raised, and drop of work load. 
Table 5.5 : Average actual construction cost of 1 m² of residential buildings (Source: 
ACHU).  
Year 
Overall sum, 1000 
of tenge 
Including: 
in cities in countryside 
2007 45,9 51,2 30,2 
2008 59,4 66,8 39,7 
2009 62,7 68,7 42,9 
2010 69,4 75,0 52,8 
2011 67,6 71,7 58,4 
 
In order to support shareholding construction in 2009 the Government of the 
Republic of Kazakhstan appropriate 518,782 billion of tenge (3,517 billion of USD). 
As a result, since September 2007, till June 2010 from 450 housing estates, that had 
been affected by financial crises, with a total sum of 62 thousand shareholders, 353 
projects were completed, which resolved problems of 45,5 shareholders. However, at 
the same time financial crisis significantly affected individual housing construction 
(IHC), which share in overall residential construction reduced to 51%, meanwhile 
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earlier it was around 58-60%. According to the data given by municipalities, number 
of unused built-on sites intended for IHC was 136.000. Impossibility to receive credit 
loan for building individual house, and lack of building materials on the market are 
among main constraints of development of IHC. 
Analysis of building materials production in Kazakhstan. Building materials 
production is a composite industry that includes around 20 independent industries, 
each of which consists of several manufactures. Each manufacture forms its own 
market that functions on its own. All these manufactures in sum forms building 
materials market (Table 5.6; Table 5.7; and Table 5.8). Among the problems of 
building materials production sector of Kazakhstan is a slow re-equipment of 
factories that produce building materials such as cement, precast concrete, ceramic 
tile, heat-insulating materials, energy-efficient materials, glaze, paints, wallpapers, 
etc. Other problems are: undeveloped engine building; lack or total absence of 
production of hoisting machines, construction machinery, lifting-and-shifting 
machinery, manufacturing equipment, sanitary ware, and glass. 
Table 5.6 : Production of building materials (Source: AOS).  
Name Unit Produced in 2008 
Cement thousands of tons 5 837 
Precast concrete thousands of tons 2 713 
Ceramic tile thousands of m² 450 
Sanitary ware thousands of tons - 
Heat-insulating materials thousands of tons 20,8 
 
Table 5.7 : Consume of building materials (Source: AOS).  
Name Unit Consumed in 2008 
Cement thousands of tons 7 601 
Precast concrete thousands of tons 2 723 
Ceramic tile thousands of m² 19 534 
Sanitary ware thousands of tons 17,1 
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Heat-insulating materials thousands of tons 63,8 
 
Table 5.8 : Import of building materials (Source: AOS).  
Name Unit Imported in 2008 
Cement thousands of tons 1 826 
Precast concrete thousands of tons 10 
Ceramic tile thousands of m² 19 000 
Sanitary ware thousands of tons 17,1 
Heat-insulating materials thousands of tons 44,2 
 
Key indicators in construction sector. 
In production of cement year 2004 takes a special place with 40% raise (Table 5.9). 
Table 5.9 : Residential construction start-up, and use of cement (Source: AOS).  
Sector and its 
unit 
Year 
2002 2003 2004 2005 2006 2007 2008 2009 
Start-up, 1000 m² 1552 2111 2591 4992 6245 6679 6848 6398,4 
Production, 1000 
tons 
2129 2581 3662 4181 4880 5699 5837 5998 
Import, 1000 
tons 
201 469 1034 1890 2631 3506 1826 782 
Consume, 1000 
tons 
2330 3050 4696 6071 7511 9205 7601 7231 
Export, 1000 
tons 
79 15 3,4 4 1 0,15 131 24,7 
 
Reasons for such raise were high rate of development of construction industry and 
gas-and-oil producing industry. Following increase of production of cement was 
caused by uniform demand in domestic market. Starting from second half of 2007 
construction industry experienced drop in growth: 131% in 2004-2006, 106% in 
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2007, 103% in 2008; as well as drop in start-up: 143% in 2004-2006, 130% in 2007, 
94% in 2008. 
According to the data provided by the Agency of statistics of the Republic of 
Kazakhstan total production volume of precast concrete in 2008 was equal to 2713 
thousand tons or 1179,5 thousand cubic meters (average consistency of concrete was 
counted as 2,3 tons/m³). Overall share of concrete in the construction industry was 
equal to 14,6% (in value terms). Growth in production of concrete products during 
2002-2007 was caused by increase of investments in capital assets with following 
increase of volume of construction (Table 5.10). 
Table 5.10 : Consume of precast concrete in construction industry (Source: AOS).  
Sector Share, % 
Residential, and other civil construction 54,4 
Petroleum industry 28,5 
Road construction 6,4 
Railway construction 10,7 
Overall 100 
 
In 2008 construction sector of Kazakhstan experienced drop in production of 
concrete, which was caused by financing shortage. In 2008 residential construction 
start-up carried out mostly by finishing projects that started in previous years, 
meanwhile number of newly started projects decreased sharply. 
Construction industry of Kazakhstan does not have sanitary ware production yet, 
therefore it’s totally imported. Its import in 2008 was 17000 tons, which is equal to 
29 million USD. Increase in the import between 2002 and 2008 in physical terms 
was equal to 3 times, meantime in terms of money the increase was 4 times. 
Table 5.11 : Production and consume of ceramic tile, and import of sanitary ware in 
2002-2008 (Source: AOS).  
Name and 
indicators 
2002 2003 2004 2005 2006 2007 2008 
Ceramic tile 562 694 770 493 675 665 450 
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production, 1000 
m² 
Ceramic tile import, 
1000 m² 
5 842 8 560 9 986 9 017 14 690 18 728 19 000 
Ceramic tile export, 
1000 m² 
2,4 4,9 0,3 0,3 0,1 0,1 0,1 
Ceramic tile 
consume, 1000 m² 
6 402 9 249 10 756 9 507 15 397 19 388 19 534 
Sanitary ware 
import, 1000 tons 
6,0 8,0 10,0 11,0 17,0 18,0 17,0 
 
As of heat-insulating materials, construction market of Kazakhstan is mostly 
represented by imported goods. Volume of import in 2002-2007 increased from 9621 
tons to 71954 tons or 7,5 times (Table 5.12). This was caused by undeveloped local 
production of heat-insulating materials. 
Table 5.12 : Heat-insulating materials market of Kazakhstan in 2002-2009 (Source: 
AOS).  
Indicators 
Year 
2002 2003 2004 2005 2006 2007 2008 2009 
Consumption 
volume 
15474 18533 30966 44601 68033 80315 63849 48075 
Export volume 57 105 125 131 146 134 1243 774 
Import volume 9691 10629 25540 38620 59710 71954 44259 25949 
Production 
volume 
5840 8009 5551 6112 8469 8495 20833 22900 
 
Paint and varnish industry of Kazakhstan in also poorly developed. As less as only 
28% of total paint and varnish products manufacture is supplied by local 
manufacturers; 65% is imported from Russia; rest 7% other countries, such as 
Turkey, Germany, UAE, China and Iran. 
Rag felt market of Kazakhstan is introduced mostly my Pavlodar region, therefore 
local rivalry almost doesn’t exist. Main competitors are Russian companies. 
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Analysis of strength and weaknesses of construction industry of Kazakhstan. 
High development potential of construction industry of Kazakhstan is caused by 
developed concomitant sectors (such as raw materials sector, etc.). Meanwhile, 
Weaknesses of construction industry in Kazakhstan prove that current levels of 
technical and technological equipment of most of enterprises do not allow production 
of local construction goods on the level of world quality standards. Most of the 
enterprises are small or medium sized; they suffer insufficient financial provision, 
therefore, have no capability of modernization of its own equipment and 
implementation of innovations (Table 5.13). 
Table 5.13 : Strength and weaknesses of construction industry of Kazakhstan 
(Source: ACHU). 
Strength Weaknesses 
Capacious market. Low level of technical equipment. 
Availability of Development Institutions, 
which can provide an access to 
investments resources for interested 
parties. 
High rate of tear-and-wear of 
manufacturing equipment; slow 
replacement of fixed assets.   
State policy on support of development 
of industry. 
Enterprises’ insufficiency of floating 
assets and capitals for modernization and 
technical re-equipment of production. 
Availability of sufficient raw materials 
sources that allows creation of regional 
structures and subindusrties for 
production of wide variety of building 
materials. 
High energy-intensive and resource-
intensive production manufacturing, 
which causes high prime cost. 
Firm growing demand on building 
materials in different sectors, such as 
production of mineral resources, road 
construction and residential construction.  
Undeveloped regulatory-informational 
support, especially in a field of 
availability of raw materials and new 
quality standards implementation 
process. 
Development of different concomitant 
sectors. 
Enterprises allocation territorial 
imbalance. 
 Investments insufficiency for the 
development of new import-substituting 
and export-oriented manufactures. 
 Enterprises’ high dependency on 
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availability and cost of transportation 
services. 
 Seasonal prevalence demand in 
construction sector. 
 Acute shortage of specialists. 
 Undeveloped quality control system for 
imported goods, caused by absence of 
standards and requirements. 
 Imperfect system of technical regulation 
in construction. 
 Absence of the Master Plan of 
development of the Republic of 
Kazakhstan. 
 Absence of Governmental country-level 
town planning cadaster. 
 Out-of-date estimate-regulatory basis. 
 Other different weaknesses that common 
in all industries (administrative obstacles, 
high credit interests, etc.) 
 
Problems of building materials production sector. 
 High tear-and-wear level of fixed assets. At the present time conditions can 
be characterized as: high energy-intensive production; low profitability, 
which doesn’t allow enterprises to renew its fixed assets and invest into 
development of new technologies; high tear-and-wear level of fixed assets; 
high prime cost of the production; technical backwardness. 
 Seasonal prevalence of construction industry. Acutely continental climate 
of Kazakhstan dictates its own terms to the construction sector. Winter in 
northern regions of the country lasts 4-5 month; heavy snowfall; temperature 
may drop until -54ºC; mean temperature is -18.7ºC. 
 Training of personnel and professional development of specialists. 
Absence of on-the-job training causes a sensitive harm to the process of 
human resource development. Research basis and instrumentware of most of 
educational institutions does not meet modern requirements. 
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 Geographical distribution. Majority of the manufactories of the country are 
located in southern, central, and eastern regions. Thereby, most of the 
enterprises (i.e., cement factories) were built in those regions. 
5.5 Agency for Construction, Housing and Utilities 
Committee (Agency) for Construction, Housing and Utilities (ACHU) of the 
Ministry of Regional Development of the Republic of Kazakhstan is a central 
executive body, which is not in the composition of the Government, it manages 
architecture, town planning, construction, housing, utilities, utility waste treatment 
and water supply and drain, power supply (power network facilities 0,4 kWt), heat 
supply (except for heat stations and boiler rooms with the capacity of 100 Gcal/hour 
and over) and gas supply within borders of built up areas and also under legislation 
inter-industry coordination and other permit and control functions in the activities 
related to its competence (hereinafter – regulated sphere). Constitution of the 
Committee (Agency) was approved by the Decree of the Government of the 
Republic of Kazakhstan No1071, dated July 15, 2009. Mission of the Agency is 
formation of a full-pledged environment and life activity of a human being and 
sustainable development of urban and interurban areas which is gained through town 
planning, architectural, construction and municipal means. 
General provisions: 
 The Agency shall carry out its activity in compliance with the Constitution of 
the Republic of Kazakhstan, laws of the Republic of Kazakhstan, acts of the 
President and Government of the Republic of Kazakhstan, other legal acts 
and this Regulation; 
 The Agency is an entity in the legal form of a state enterprise, it has stamps 
and seals with its name in the state language, letterheads of an established 
form and also in compliance with the legislation accounts in bodies of the 
Committee for Treasury of the Ministry of Finance of the Republic of 
Kazakhstan; 
 The Agency shall enter into civil-law relations on its own behalf; 
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 The Agency has a right to act as a party of civil-law relations on behalf of the 
state, if it is not authorized for it in compliance with the legislation of the 
Republic of Kazakhstan; 
 The Agency within its competence in the established order shall make 
decisions executed in the form of orders of the Chairman of the Agency; 
 Limit of headcount of the Agency shall be approved by the Government of 
the Republic of Kazakhstan; 
 The activity of the Agency shall be financed out of the republican budget; 
 The Agency shall be prohibited to enter into contractual relations with the 
subjects of entrepreneurship in terms of performance of duties which are 
functions of the Agency. If the Agency under legislative acts is granted with 
the right to carry out activities, which produce incomes, incomes from such 
activities shall be sent to incomes of the republican budget. 
Primary tasks of the Agency: 
 Development of public administration policy on architectural, town planning, 
construction, housing and utilities activities; 
 Development of public regulation policy on water supply and drain, power 
supply (power network facilities 0, 4 kWt), heat supply (except for heat 
stations and boiler rooms with the capacity of 100 Gcal/hour and over) and 
gas supply within borders of built up areas; 
 Development of public regulation policy on utility waste treatment; 
 Inter-industry coordination of architectural, town planning, construction, 
housing and utilities activities in the Republic of Kazakhstan; 
 Performance of other tasks assigned to the Agency in the order established by 
the laws of the Republic of Kazakhstan; 
The Agency in compliance with the current legislation and tasks assigned to it shall 
perform the following functions, it shall: 
 Form and conduct a public policy and inter-industry coordination in 
architecture, town planning, construction, housing, utilities and utility waste 
treatment and water supply and drain, power supply (power network facilities 
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0, 4 kWt), heat supply (except for heat stations and boiler rooms with the 
capacity of 100 Gcal/hour and over) and gas supply within borders of built up 
areas; 
 Within its competence develop and approve legal acts in the area being 
regulated; 
 Develop, approve and introduce normative and technical documents in the 
area being regulated; 
 Develop and coordinate program documents in the area being regulated; 
 Carry out international cooperation in the area being regulated; 
 Ensure development of a draft master plan on organization of a territory of 
the Republic of Kazakhstan; 
 Develop and ensure implementation of programs on priority directions of 
development of territories and built up areas with account of preservation of 
valuable architectural and town planning heritage, development of national 
and cultural traditions in architecture and town planning; 
 Develop and approve rules on technical supervision over construction of 
objects; 
 Develop inter-state (international) and state standards in construction in the 
established order; 
 Organize and perform a complex town planning expertise of draft master 
plans of the city of the republican status, the capital, towns of oblast status 
with calculated number of population over a hundred thousand residents, 
other town planning documentation to be approved by the Government of the 
Republic of Kazakhstan; 
 Consider and approve town planning, architectural, construction and other 
project (design-estimate) documentation for construction of objects 
(development of territories) of state, inter-regional or inter-state 
(international) significance, except for documentation to be approved by the 
Government of the Republic of Kazakhstan; 
 Organize and supervise quality of project documentation; 
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 Manage state expertise of projects; 
 Accredit non-state expert centers and attest experts in architecture, town 
planning and construction; 
 Exercise state architectural-construction control over objects of the 
republican status, execute and issue permits for performance of civil and 
installation works on them, apply administrative measures established by 
legal acts to violators of town planning, architectural-construction discipline 
at these objects; 
 Organize creation and maintenance of state town planning cadaster of the 
republican level; 
 Provide normative, technical and methodological support for local executive 
bodies in the sphere of architectural, town planning, construction, housing 
and utilities and for services of state town planning cadaster of oblast and 
basic levels; 
 Carry out attestation of state construction inspectors; 
 Develop and coordinate technical regulations in the area being regulated; 
 Approve drafts of state standards (state normative documents) related to 
architectural, town planning and construction activities approved by 
municipality of the capital and applied on the territory of the capital and 
suburb zone; 
 Establish a procedure on development, coordination, registration and 
introduction (suspension of an action, cancellation) of state standards in 
coordination with other central executive bodies, the competence of which 
include these issues, unless otherwise is stated in the legislation; 
 Determine a  procedure on development of territorial development rules; 
 Establish a form of a reference and a sheet of objects with description of 
revealed defects, which is issued to a contractor (general contractor), work of 
which was verified and also to a customer (owner); 
 Establish a procedure on organization and performance of supervision; 
80 
 Order development of inter-regional territorial development schemes jointly 
with local executive bodies; 
 Determine a composition, contents and a procedure on development of 
projects on borders of built up areas; 
 Coordinate projects on borders of cities of the republican status and also other 
towns with the population over a hundred thousand residents; 
 Determine a composition, contents, a procedure on development and 
coordination of schemes on development and infrastructure development of 
small built up areas; 
 Approve normative requirements to specifications for development of project 
(design-estimate) documentation for construction; 
 Establish a procedure on development and coordination, compulsory 
composition and contents of pre-construction and project (design-estimate) 
documentation; 
 Determine a procedure on establishment of a list of documents necessary for 
receipt of a permit for commencement of implementation of a project 
(performance of civil and installation works) on construction of buildings, 
facilities, transport and engineering communications, infrastructure 
development; 
 Develop qualification requirements and rules on licensing of types of 
architectural, town planning and construction activities; 
 Exercise control over state town planning cadaster of the republican level; 
 Organize design, survey, research and constructive works in the sphere being 
regulated; 
 Monitor the status of the housing fund; 
 Develop and approve a model form of minutes of a meeting of owners of 
premises (flats) and a voting list at a written inquiry of owners of premises 
(flats); 
 Render information and methodological aid on issues related to application of 
housing legislation of the Republic of Kazakhstan; 
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 Interact with other state bodies within its competence; 
 Participate in work of acceptance and state acceptance commissions in the 
order established by the legislation with respect to objects and complexes of 
the republican status; 
 Develop rules on use of water supply and drain systems in built up areas; 
 Develop rules on waste water acceptance into water drain systems in built up 
areas; 
 Approve rules on technical operation of water supply and drain systems in 
built up areas; 
In 2011 the Agency developed 2 Programs: “Program of modernization of housing 
sector for 2011 – 2020”, and “Program ‘Ak Bulak’ for 2011 – 2020”. 
Program of modernization of housing sector for 2011 – 2020. 
Objectives of the “Program of modernization of housing sector for 2011 – 2020” are 
as follow: to provide high quality and safety public utilities to the consumers; 
guarantee operational reliability of life support systems; increase of the efficiency of 
housing utilities services. Modernization and further improvement of public utilities; 
maintenance of housing facilities to be carried out by command unit of 
condominiums; increase of energy efficiency in housing and municipal engineering; 
improvement of institutional basis; attract private capital to the system of housing 
and municipal engineering – are tasks of the above-mentioned Program. Program is 
divided into 2 stages: 1
st
 stage 2011-2015, 2
nd
 stage 2016-2020. 
Housing and public utilities (HPU) sector consists of 2 interconnected elements: 
public utilities, which includes: systems of water, gas, heat, and energy supply; water 
drain systems; settlements improvement; housing:  tenement buildings; one-family 
houses. Program is aimed to modernize HPU sector, which by-turn, will develop 
whole system of HPU, improve quality of provided services; attract to the sector 
more foreign investors. 
Analysis of current situation in the HPU sector. At the present moment HPU 
sector of the country can be characterized by ineffective management system, and by 
unstable financial condition; high costs of maintenance and absence of incentives to 
decrease it. Existing systems and constructions have a high wear level, which leads 
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to frequent breakdowns and failures. And this, by-turn, leads to inventory over 
expenditure, bad losses of energy and water. HPU sector currently is unattractive not 
only for small and medium scale business, but for big scale business. High wear level 
of fixed assets, long payback periods, absence of legislation basis for long term 
investments, and many different factors does not stimulate development of HPU 
sector (Table 5.14). 
Analysis of housing sector. According to the data provided by AOS, housing sector 
of Kazakhstan in 2009 accounted 267,8 million m² floor area, 261,4 million m² or 
97,6% of which are in private ownership. State control in housing sphere is being 
carried out by local body of executive power (LBEP). As LBEPs state 50,1 million 
m² or 32% of tenement buildings of housing facilities require different types of repair 
work, meanwhile 3,8 million m² or 2% are in emergency state and uninhabitable. 622 
schools, 305 hospitals, 132 nursery and day-care facilities, 1481 public buildings, 
459 buildings of manufacturing enterprise are in unsatisfactory technical condition. 
1152 objects of social and manufacturing functions require seismic amplification. 
Drainage system. AOS states that in 2009 drainage systems present in 198 
settlements, which is only 2,7% of total 7152 settlements. Total extent of drainage 
systems in Kazakhstan is 14531,3 kilometers. During 2004-2009 drainage systems 
availability increased on 8,2%; number of breakdowns in drainage in 2009 decreased 
on 41,8%; in 2009 109,2 kilometers (only 2,8% of existing need of general overhaul 
of 9590,5 km) of drainage systems faced general overhaul, 52,9 km of new drainage 
systems were built. 
Heat supply. AOS data proves that there is 1004 enterprise in the country that 
provides heat supply 277 of which are government owned, and 727 – private. Total 
length of heat networks is 11675,5 kilometres. Availability of heat supply services 
increased from 38,1% in 2004 to 40,5% in 2008. In 2009 139,7 kilometers of heat 
networks faced general overhaul, 143,9 km of new heat networks were built. Heat 
supply system is characterized by extremely low level of provision of accounting 
instruments with a total demand of 46000 units. Absence of required accounting 
leads to severe loss of thermal energy. According to the statistics Housing and 
Utilities sector of Kazakhstan consumes only 40% of produced thermal energy. 
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Energy supply. LBEP statistics say that at the present time there operate 92 
enterprises that provide energy supply in the country. 33 of them are private, 59 are 
public. Total length of electrical networks in the country is equal to 199500 
kilometers, 145600 km of which require repair. In 2009 292,7 kilometers of electrical 
networks faced general overhaul, 444,3 km of new electrical networks were built. 
Accounting instruments level is high, and equal to 88,5%. 
Gas supply. Natural gas. Only western and southern regions of the country, as well as 
Kostanay region are supplied with natural gas. According to AOS as far as 37 
enterprises provide gas supply to afore-mentioned regions. 594 settlement or 8,3% 
are supplied with natural gas. Total length of gas supply pipeline networks is 27350 
km. In 2009 128,7 kilometers (only 3,6% of existing need of general overhaul of 
14768,5 km) of gas supply pipeline networks faced general overhaul, 280,4 km of 
new gas supply pipeline networks were built. Condensed gas. According to AOS 
only 16 settlements or 0,2% of total amount are supplied with condensed gas. 
Analysis of human resource development. At the present time HR development in 
HPU sector is being carried out in 26 educational institutions, including 21 
professional lyceum and 5 colleges. 32 universities educate a major “Construction”; 
14 universities educate a major “Building materials production”. 
Table 5.14 : SWOT analysis of Housing and Public Utilities sector (Source: ACHU).  
Strength Weaknesses 
Sufficient raw materials basis. Irrational use of existing resources. 
Governmental support. Absence of effective and accurate 
planning. 
High level of private enterprises in HPU 
sphere. 
Lack of qualified engineers. 
High need of HPU services of high level. Absence of quality measurement system 
in HPU. 
Interest of foreign financial institutions 
in modernization and development of 
HPU sector. 
High tear-and-wear level of utilities. 
Favorable investment climate. Absence of secure infrastructure 
(frequent breakdowns, losses during 
delivery, etc.) 
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Presence of local HPU goods production 
enterprises. 
Low level of competitiveness of HPU 
sector. 
Use of differential rate. Poor material and technical resources 
basis. 
 Absence of transfer of required 
technologies. 
 Absence of long-term rates (5 years and 
more). 
 Absence of accurate information about 
operating conditions of HPU sector. 
Opportunities Threats 
Organization of energy-saving and 
resource-saving measure. 
High level of loss of energy resources, 
which leads to rise in rates. 
Increase of private investments  Sequestration of one of the main sources 
of financing – state budget. 
Improvement of educational process 
system  
Absence of motivation mechanisms in 
order to attract young talented specialists. 
Rendering of high quality services in 
HPU sphere.  
Possible equipment failure due to high 
tear-and-wear level.  
Fixed assets renewal. Risk of environment pollution due to 
possible equipment failure. 
Implementation of energy-saving and 
resource-saving technologies. 
Absence of control system of proper 
execution of systems of HPU. 
Openness to foreign investments. Absence of marketable pledge. 
Implementation of foreign experience. Absence of stable long-term state 
demand on research activities and 
development work. 
Transfer of innovational technologies. Inflation rate increase, which can lead to 
disaffection. 
Development of local goods production 
in HPU sector. 
Ineffective HPU sector budget planning. 
State aid to socially deprived people. Possibility to receive incorrect status 
reports. 
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Program ‘Ak Bulak’ for 2011 – 2020. 
Objectives of the Program are to provide a high quality drinking water to population 
of the country, and to provide draining system services to broad masses of 
population. Tasks of “Ak Bulak” are as follow: apply systematic methodology during 
construction of new water facilities and drainage systems, as well as during the repair 
and reconstruction of old ones; building new and reconstruction of old host water 
supply systems in cities and towns; building new and reconstruction of old local 
water supply systems (detritus tanks) in villages; improvement of regulatory basis in 
regulation of water supply and draining (WSD) systems; provide effective and 
profitable operation of WSD systems; increase of investment attractiveness for both 
local and foreign investors; maximum use of groundwater potential in order to 
provide drinking water to the whole population of the country; increase of quality of 
WSD systems projects; create sector monitoring system; set long-term and profitable 
rates in order to guarantee investments repayment (Table 5.15). 
Water supply systems’ conditions in towns and cities, and in villages. As ACHU 
reported as for 1 January 2011 82% of cities and towns population can benefit from 
host water supply systems. Total length of water supply systems in cities is equal to 
27000 kilometres. However, most of water supply systems are in unsatisfactory 
condition, thus, 64% of networks require general overhaul or total replacement. 
Availability of water supply systems in villages is as low as 42,5% (including growth 
of this indicator in 13,5%). 
Drainage systems’ conditions in cities and in villages. As AOS informed, drainage 
services in cities provided by 186 enterprise with a total length of drainage systems 
12455 kilometers, 8712 km of which require repair work. High rate of breakdowns is 
cause by high tear-and-wear rate of fixed assets. Total length of drainage systems in 
villages is 2075 kilometers, 1452 km of which require repair work. 
Table 5.15 : SWOT analysis of hydroeconomic sector (Source: ACHU).  
Strength Weaknesses 
Government support. Absence of system approach during 
building and reconstruction of 
hydroeconomic sector. 
Presence of existing WSD infrastructure. High tear-and-wear level of WSD 
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systems. 
Liquidity of hydroeconomic sector.  Insufficient public investments for 
building new systems of WSD, and for 
reconstruction of old ones. 
Interest of foreign financial institutions 
in modernization and development of 
WSD systems. 
Absence of specialized operational 
services in villages. 
Use of differential rate. Low level of attracting private operators 
to implement innovational-investment 
projects. 
Fresh subsurface water reserves. Lack of qualified engineers. 
 Unfavorable investment climate. 
 Low paying capacity/solvency of village 
population. 
 Low population density. 
 Paucity of mid-term rates and absence of 
long-term rates (5 years and more). 
 Uneven distribution of subsurface water 
reserves. 
 Absence of around-the-clock work of 
water supply facilities. 
Opportunities Threats 
Improvement of operational services via 
technical re-equipment of facilities. 
Ineffective draft on funds during WSD 
projects implementation. 
Many business possibilities due to 
unoccupied WSD market.  
Poor operating conditions of WSD 
facilities, which leads to frequent 
breakdowns. 
Implementation of positive experience of 
foreign countries.  
Absence of motivation mechanisms in 
order to attract young talented specialists. 
State aid to socially deprived people. Loss of quality of subsurface waters due 
to poor water use operational services. 
Development of scientific projects and 
its funding. 
 
Need of qualified engineers.  
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5.6 Procedures for commencement of construction works in Kazakhstan 
It takes a lot of time, resources and efforts to carry out a project from its very idea 
and necessity to its final real life shape. Besides, all procedures should be done in 
concordance with given country’s legislation system. Therefore, procedures 
preceding the commencement of construction works work variously in each country. 
Law “On public procurement” (LPP) is one of the basic laws participants of 
construction in Kazakhstan should know and follow. LРР rеgulatеs rеlations аrising 
during realization by publiс аuthorities, gоvernment аgencies, statе еnterprises аnd 
joint-stoсk соmpanies, a mаjority оf whiсh bеlongs tо thе stаte, аnd thеir аffiliated 
еntities of purсhasing gооds аnd sеrvices frоm suppliеrs fоr thе еffective usе оf 
аvаilаble rеsources. Procedures and regulation of public procurements in Kazakhstan 
is given in following flow chart (Figure 6.1). 
Figure 6.1 : Key stages of procurement procedure 
Following state bodies (“customers”) are required to apply the rules on Public 
Procurement (PP): government agencies; state controlled enterprises; private legal 
entities where the state holds at least 50% or more of shares; affiliates of above 
mentioned entities. At the same time next entities are not subject to LPP regulation: 
national management holding companies; national holding companies; national 
management companies; national companies; affiliates of above mentioned entities. 
These types of entities are subject to their own Rules on procurement regulation. 
Law “On public procurement” permits several methods of public procurement: 
 Tender (preferred method); 
 Price quotation query; 
Publication of 
procurement 
announcement (web-
site, mass media) 
Submission of bid by 
contractors, within 
terms specified in 
announcement 
Review of the bids, 
sizing up of 
Procurement 
Signing the contract 
with Winner 
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 Single-source procurement (available in certain cases, e.g. when tender 
declared void); 
 Open commodity market; 
 Organized electronic trade. 
A Customer chooses the method of public procurement independently, without any 
coordination with state bodies. Kazakhstan is currently setting up an electronic 
procurement system, and such methods of public procurement as tender and single-
source procurement may be conducted in e-procurement system. However, it should 
be noted that the great majority of public procurement is conducted by means of 
tender. 
Tender. The tenders are organized by a special commission formed by a Customer. 
When participating in the tender, Kazakhstani companies have priority over foreign 
companies. The primary criterion is price, although LPP lists other factors that may 
also be considered. Tender stages:  
 Publication of a tender announcement; 
 Publication of required tender documentation (in paper or electronic form); 
 Submission of bids by contractors (according to LPP); 
 Deposit in the amount of 1% of the tender; 
 Review of the bids; 
 Closing of the tender. 
Tender is considered failed in next cases: where less than two contractors 
participated in a tender; winner of the tender cancelled the conclusion of the 
agreement with the Customer; if a bidder fails to sign a procurement contract within 
seven working days from the date of the customer’s signing of the procurement 
contract. In case of a failure, the tender can be opened again with corrected 
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requirements. If all bids do not qualify again, single-source procurement may be 
used. 
Price quotation query. Public procurements conducted by means of price quotation 
query are carried out on goods, works and services, the specification and distinguish 
features of which has no significant value for a customer, because the primary 
criterion is the price. Potenetial contractor shall submit only one price quotation, 
additions and/or amendments of which are not allowed. 
The LPP provide the comprehensive list of cases, when price quotation of the 
potential contractor must be rejected: it exceeds the amount allocated for the 
purchase of such goods, works and services; the provisions of the agreement were 
amended or some additions to the agreement were made; the potential contractor has 
submitted more than one price quotation. If a potential contractor cancels the 
conclusion of the agreement on public procurement, it will be included in the list of 
unfair public procurement suppliers, i.e. “black list”.  
Single-source procurement. Public procurements by virtue of single-source 
procurement can be held in the following cases:  
 The Customer purchased goods, works and services from a contractor, and 
now needs to procure from the same contractor for the unification, 
standardization and for ensuring of compatibility with previously purchased 
goods, equipment, technologies, works or services; 
  Public procurement by means of tender was invalidated; 
 There is a need for daily or weekly supplies. 
In case of single-source procurement, the customer shall dispatch an invitation in 
written to the contractor to participate in the public procurement. Potential 
contractors must submit the following information to the customer in specified 
period: a description of goods, works and services offered; documents confirming the 
compliance with the quialification requirements; a written explanation of the price 
for the offered goods, works and services. 
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Organized electronic trade. Electronic web system of public procurement grants 
versatile functionality such as: planning of PP, gathering of required information, and 
registration for PP, electronic documents exchange between main parties (customer 
and potential contractor), generation of reports and statistics on past public 
procurement. All afore mentioned aims to reduce budget spendings, to set equal 
competition conditions for bidders, to greatly decrease all paper work, to increase 
transparency of procurement process. 
Public Procurement website carries out next functions: 
 PP planning; 
 Execution of registration procedures for participants of procurement process; 
 Gathering of information on public procurement being held; 
 Carrying out electornic PP and providing electronic documents exchange; 
 Giving data on past and present PP runned via web portal; generating reports 
and statistics. 
In order to take a part in electronic PP following is required: digital certificates from 
National Certification must be obtained; registration on web portal as individual or as 
legal entity must be done. 
According to “Country Procurement Assessment Report” regarding Republic of 
Kazakhstan done by The World Bank, the risk related with public procurement is 
ranked as medium. However, influence of wide spread corruption (The World Bank 
report) forces to make a final rate as – medium-high. 
Another law that has a massive influence on commencement of construction works is 
Law of the Republic of Kazakhstan “On Architectural, Urban Planning and 
Construction Activities”, dated 16 July 2001. Article 68 of the Law gives an 
explanation of actions to be done in order to commence construction works. Client 
willing to carry out construction, firstly, in accordance with Land Code of the 
Republic of Kazakhstan, must obtain from local executive bodies resolution 
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confirming his rights on given land. In case if construction project takes place on 
lands that belong to state forest stock the Client must obtain relevant resolution in 
accordance with Forestry Code of the Republic of Kazakhstan. After obtaining of 
resolutions the Client must perorm design task by himself, or hire relevant 
professional(s). Design task is an integral part of a contract on elaboration of design 
documents. Design task must include demand characteristics of the project as well as 
other basic data. Further, local executive bodies make an inquiry to providers of 
communal and engineer support on required technical specifications of existing 
communications in order projected building to be able to connect to those existing 
communications. When land resolutions obtained, design task approved, 
communications technical specifications quadrated and basic data is given local 
executive bodies issue to the Client architectural-planning task. Project 
documentation developed in accordance with design task, architectural-planning task 
and other basic data, must be agreed and accepted in accordance with state normative 
documentations.  
Later, when it comes to tender stage, firstly, civil and erection works tender 
announcement is given on Government Purchases web-site and/or via mass media. 
Potential competitors of the tender receive from a Client a list of required documents 
in order to participate in tender, as well as technical specifications of construction 
(list and volume of civil and erection works). Further, competitors prepare estimated 
cost of the project based on a given earlier technical specifications. Relying on 
aforesaid estimated cost, contestants submit their bids on civil and erection works. At 
the same time bar chart and payments schedule must be prepared and submitted. In 
case, if civil and erection works include type of works that a competitor has no 
proper license execute to, then a draft agreement with a licensed subcontractor must 
be included. Once a winner of the tender is announced he gets granted with a 
contract. That contract is usually being prepared by Client. A winner, which most 
usually becomes not just a Contractor, but a General Contractor, receives from the 
State Architectural and Construction Inspectorate (SACI) a Construction Tally, 
submitting the Notice of Commencement of Construction Works beforehand. 
Besides, before the commencement of construction General Contractor is obligated 
to make a field supervision contract and to appoint its own technical supervisors. 
Persons appointed as technical supervisors must have a relevant certificate that gives 
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him a right to execute such type of work. According to the Law of the Republic of 
Kazakhstan “On Architectural, Urban Planning and Construction Activities”, dated 
16 July 2001, (amended), to perform construction and installation works the 
Contractor is now required only to notify local authorities of architectural-
construction supervision upon the commencement of works at least 10 business days 
prior to the start date, instead of obtaining the respective permit. In this case, the 
State Architectural-Construction Inspectorate is entitled to visit the site within five 
business days of receiving the notice and check the validity of the information 
specified in the notice. Notification upon the commencement of works should be 
done by Contractor in accordance with Law “On administrative procedures”, and in a 
manner set by afore mentioned law. Since the commencement of construction works 
construction process is tracked by architectural-constuction control in accordance 
with Article 6 of the Law “On Architectural, Urban Planning and Construction 
Activities”. Completed construction project must pass operational control in 
accordance with Article 11 of the Law “On Architectural, Urban Planning and 
Construction Activities”. Earlier, the Law “On Architectural, Urban Planning and 
Construction Activities”, stipulated obligatory design and technical supervision only 
for facilities which require approval from state acceptance committees in order to 
come into operation. Now, design and technical supervision is also required for 
objects to be accepted by the acceptance committee, which is not part of the State. 
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6.  CONSTRUCTION CONTRACTS IN KAZAKHSTAN 
6.1 Domestic standard types of construction contracts  
First of all, it should be mentioned, that all construction activities and any other 
activities related to construction are regulated mostly by following laws of the 
Republic of Kazakhstan. In the lead of the line comes Constitution of the Republic of 
Kazakhstan, dated August 30, 1995, followed by Land Code of the Republic of 
Kazakhstan, dated June 20, 2003 and by Civil Code of the Republic of Kazakhstan, 
dated December 27, 1994. Here, a special accent needs to be made on the Special 
Part of Civil Code.  
Chapter 32 of Special Part of Civil Code is named – “Contract”. Afore mentioned 
Chapter is divided into 5 paragraphs and contains in itself 67 Articles. Paragraphs are 
named as follow: Paragraph 1 – Contracts general provisions; Paragraph 2 – Features 
of household contracts; Paragraph 3 – Features of contracts for building; Paragraph 4 
– Features of contracts for design and explaratory works; Paragraph 5 – Features of 
contracts for research and development works, and engineering works. Paragraph 3, 
in compare with other paragraphs has the biggest importance regarding construction. 
It contains next Articles: contracts for building; risk allocation in contracts for 
building; safety issues and responsibilities during construction works; design and 
construction documents; making amendments to design and construction documents; 
materials supply; payments; allocation of land for construction; additional 
obligations of the Client; construction works performance control by client or client 
representative; contractor’s obligations regarding environment protection and safety 
management; obligations of the parties in case of closedown of construction works; 
handing-over of the works and acceptance of the works; contractor’s obligations 
regarding quality of the works; quality guarantees in construction contract; 
elimination of defects at the expense of client. 
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Overwhelming majority of contractual issues in construction is regulated by 
aforesaid Chapter. Every Construction Work Agreement must contain following 
clauses: 
 General provisions; 
 Subject of an agreement; 
 Rights and duties of parties; 
 Cost of works and terms of payments; 
 Term of contract; 
 Execution of works and acceptance of works; 
 Guarantees of contract parties; 
 Responsibilities of contract parties; 
 Terms of termination of contract; 
 Force-majeure; 
 Final provisions; 
 Juridical addresses and account details of parties. 
In addition to clauses shown above, types of works and volumes of work that 
Contractor is going to transfer to subcontractors must be reflected. However, it 
should be noted that volume of work transferred by general contractor to 
subcontractor(s) mustn’t exceed two thirds (2/3) of overall sum of contract works. 
In Paragraph 3 of Chapter 32 of Civil Code of the Republic of Kazakhstan use of 
construction contracts covers a wide range of activities regarding construction. 
Subject matter of a contract is defined as construction of building(s) or execution of 
other types of construction activities upon Client’s request. Construction contracts 
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are concluded for construction or reconstruction of enterprises, buildings (including 
residential buildings), facilities; for execution of installation works, starting-up and 
adjustment works, related to construction; for general overhaul of buildings. 
Provisions of Chapter 32 set tight regulations on responsibilities of parties, which 
gives certain interest guarantees for both client and contractor. Breach of 
construction contract conditions is a rather widespread fact. A large number of 
respective cases, submitted to courts, can confirm this.  
On the assumption of specific character of construction industry client’s and 
contractor’s functions are defined by laws mentioned in this chapter of the study. 
Client’s and contractor’s exact functions for each particular project are defined in 
construction contract. In cases when client is government, functions of parties are 
defined by agreements on public purchases. 
Law “On Architectural, Urban Planning and Construction Activities” is another law 
that has a major influence of construction activities in Kazakhstan. Mentioned law 
regulates relations between state authorities, individuals and legal entities during 
execution of architectural, town planning and construction activities in Repubic of 
Kazakhstan. The Law consists of three major parts: Part 1 – State control over 
architectural, town planning and construction activities (Articles 1 to 36); Part 2 – 
Architecture and town planning (Articles 37 to 64); Part 3 – Construction (Articles 
65 to 79). 
Next law is Law “On equity participation in housing construction”, dated July 7, 
2006. This law regulates public relationships related to activities connected with 
residential buildings construction at the expense of individuals and legal entities as 
equity holders. Besides, the Law guarantees protection of rights and legitimate 
interests of the parties of equity participation agreement. Based on this law there is a 
respective type of construction contracts named “Equity participation agreement”. 
Each standard Equity participation agreement must contain following clauses: 
 Share of Equity holder in current construction project; 
 96 
 Period of submission to Equity holder of his/hers share; 
 Price of the contract; 
 Warranty period of the construction project; 
 Project documentation that must be submitted to Equity holder; 
 Amount of compensation Equity holder must be granted with in case if 
project wasn’t delivered within period of submission provided in contract; 
 Amount of compensation Equity holder must pay in case if he/she fails to 
complete payment within period of submission provided in contract; 
 Procedures and periods of Equity holder’s funds transaction by bank-agent to 
a Project company; 
 Clause of the agreement that states that Equity holder obligated to make a 
prepayment equal to 15% of contract price. 
Equity construction in Kazakhstan – is a rather common practice, and that is not 
surprising with due account of growing market of real estate and the reason of its 
need by citizens. Equity construction of housing has many advantages the main one 
of which is a lower price in comparison with secondary housing. At the same time 
there are particular risks, for example, long period of construction, or deception from 
Contractor upon formalizing, putting of house into operation (start-up) or dissonance 
to the expectations. 
According to the Law “On equity participation in housing construction” equity 
participation in housing construction – is a relation of parties where one party is 
obliged to build residential house and pass a share to another one. In other words – 
you pay money and the other party builds the house and passes it to you after 
completion. 
Equity participation agreement in housing construction – is an agreement made 
between contractor, Project company, equity holder and bank-agent, regulating legal 
relations connected with the construction of dwelling houses at the cost of equity 
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holders. Equity holder – is an individual (except temporary arrived citizens) or legal 
entity who participates in the construction of housing by putting money on his 
current account (deposit of equity holder) to the bank-agent, intended for its further 
transfer to the Project company. Thus, Equity holders, bank-agent, and Contractor 
participate in process of equity construction. The state in its turn regulates the 
issuance and termination of licenses, controls the compliance with construction 
norms and carries out the record of contracts on equity participation in housing 
construction. 
Law “On public procurement”, dated July 21, 2007, plays significant role in 
activities related to construction. Mentioned law and its provisions were described in 
details in chapter 5.6 of this study. 
Law “On licensing” regulates activities and relations connected with licensing of 
diffent types of activites. Amendments to procedures for commencement of 
construction works to a certain extent reduced the use of this law, however, the Law 
still retains its importance and topicality. 
Law “On housing relationships” is one of the earliest published laws regarding 
construction. It regulates activities connected with individuals, legal entities, and 
public bodies regarding: ground for suspension and origin of the right of ownership 
of property; realization of rights of use of dwellings; requirements towards 
dwellings; providing of safety and repair of housing stock; state bodies control of 
observance of rights of citizens in housing sector, and use of housing stock. The Law 
is devided in 6 Parts and contains 121 Article.  
All construction activities, including contractual details are regulated mostly by 
following laws and regulations of the Republic of Kazakhstan (Table 6.1): 
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Table 6.1 : Laws and Regulations of the Republic of Kazakhstan.  
Name of the Law or Regulation Date of carrying into effect 
Constitution of the Republic of Kazakhstan August 30, 1995 
The Civil Code of the Republic of Kazakhstan December 27, 1994 
The Land Code of the Republic of Kazakhstan June 20, 2003 
Law “On Architectural, Urban Planning and 
Construction Activity in the Republic of 
Kazakhstan” 
July 16, 2001 
Law “On equity participation in housing 
construction” 
July 7, 2006 
Law “On licensing” January 11, 2007 
Law “On public procurement” July 21, 2007 
Law “On housing relationships” April 16, 1997 
6.2 International construction contracts used in Kazakhstan 
As it was described in previous chapters of this study, Ministry of Industry and New 
Technologies of the Republic of Kazakhstan lead a variety of Programs, which are 
aimed on diversification of many industries of Kazakhstan. “Program to attract 
investment, develop special economic zones and promote export” is one of those 
Programs. Attraction of investments is one of the most important factors which 
define economic development and increase of competitiveness of national economy, 
thereby providing its integration in worldwide production processes. International 
capital flows has an ability to increase development levels of enterprises, increase 
quality of human assets, create new work places and attract leading technologies. 
Last two decades shows that competition for attraction of global investments 
increased. 
On October 6, 2007 Republic of Belarus, Republic of Kazakhstan and Russian 
Federation signed an Agreement on creation of integrated customs territory and 
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forming Eurasian Economic Union. Therefore, in the light of creation of Eurasian 
Economic Union issues on investments attractiveness have even a bigger meaning to 
Kazakhstan. In order to have higher investment attractiveness for foreign investors, 
local authorities need to provide comfortable conditions for potential investors. 
Development banks like The European Bank for Reconstruction and Development or 
The World Bank, or Asian Development Bank and other multilateral financial 
institutions that finance a large number of projects, including construction projects, 
prefer to use methods that they are familiar with. Investments into foreign business 
already carry big risks in itself and for this reason investors try to protect themselves 
by different means. This includes construction contracts as well. 
Construction sector of Kazakhstan is still in the process of establishment. Old laws, 
regulations and standards are being slowly replaced with new ones, which are aimed 
to be as close to the level of modern international standards as possible. Changes and 
improvements in legislation system of the country can help to attract more foreign 
investors. Changes in construction regulations and standards have a goal to improve 
the quality of construction projects. However, despite of being young industry, 
construction sector has already experienced both growth “boom” and a following 
recession.  
Crisis phenomenon in economics more and more often attract attention to the topic of 
more accurate risk management in construction industry in general and in 
construction contracts particularly. Usage of international standard type construction 
contracts in Kazakhstan slowly but surely increases. Overwhelming majority of those 
construction contracts is FIDIC types of contracts and agreements. There are several 
reasons in favor of usage of FIDIC contracts. One of main features of FIDIC 
contracts is its universality. FIDIC types of contracts can be implemented into almost 
any country’s legislation system without major changes in its conditions. FIDIC 
contracts were originally developed for the usage in developing countries of Pacific 
Asia and Africa, where construction law system was missing or had been established 
recently. Later on, FIDIC types of construction contracts and agreements gained its 
popularity among most of European countries, followed by rest of the world. As it 
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was mentioned earlier in this thesis, today FIDIC membership covers 94 countries all 
over the world, which make the Federation largest in its field. 
Use of FIDIC types of contracts and agreements becomes vital when it comes to 
public funds or funds of international inter-governmental institutions. Two most 
commonly used types of FIDIC contracts in Kazakhstan are Red Book and Silver 
Book. Red Book contracts are usually used by private investors during residential 
construction. Meanwhile, for the projects funded by public funds Silver Book is 
preferred. One of most recent examples is a road construction project “Western 
Europe – Western China”, most part of which passes through Kazakhstan. Usage of 
Silver Book is best suitable for entering new international markets, especially those, 
which experience corruption and absence of firmly established legislation system. In 
this case, Contractor has a higher responsibility and Client has less control over 
construction process itself. These conditions allow Contractor to have more 
independence, as well as gives to Client less need for control of construction process 
and higher concentration on a final shape of the project. 
6.3 Nuances and difficulties in implementation of international construction 
contracts in Kazakhstan 
Overwhelming majority of construction contracts is still based on Civil Code. Since 
international standard type construction contracts is a new phenomenon in 
construction sector of Kazakhstan there is a number of questions, doubts and 
misinterpretations related to it. At the present moment international standard types of 
construction contracts is represented only by FIDIC types of contracts and 
agreements. FIDIC types of contracts are a new phenomenon in construction industry 
of Kazakhstan and vast majority of construction players is totally unfamiliar with 
them. A large number of construction project participants wrongly assume that 
FIDIC types of contracts and agreements contradict legislation system and, therefore, 
cannot be used in Kazakhstan. However, FIDIC states that their construction 
contracts are more like a “manual” and it is in no way a final binding power. As 
FIDIC Executive Committee member Kaj Möller said: “FIDIC types of contracts and 
agreements are incomplete; they do not cover all range of issues, because they just 
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show how a document should be done in order for the project to be successful”. If 
there is any contradiction between FIDIC contracts and legislation system of host 
country, then FIDIC types of contracts and agreements should be finalized or remade 
in accordance with host country legislation system. Structure of any FIDIC contract 
consists of two parts: General Conditions and Special Administrative Conditions. 
Special Administrative Conditions was especially designed in order to bring a 
contract to conformity in correspondence with laws and legislation system of host 
country. Besides, FIDIC recommends to the sides of the contract to employ host 
country lawyers in order to aid to adapt FIDIC forms of contract to host country’s 
legislation system. 
It is well known fact that FIDIC contracts contain many details, thereby increasing a 
volume of documentation and paperwork. This is considered to be another 
“inconvenience” regarding FIDIC contracts. Not only FIDIC contracts are 
voluminous, but they also require from parties a significant amount of paperwork. 
This concerns specially Contractors, who are obligated to prepare large amounts of 
reports. Kazakhstani contractors find it very complicated and they are clearly not 
willing to “waste precious time” on paperwork. However, international experience 
shows that for a qualified specialist, who is skilled in working with FIDIC types of 
contracts and agreements, FIDIC contracts are from those types of documents easy to 
work with. A skilled specialist can find in contract an answer to almost any juridical-
technical disputable matter. As for the filling of reports, this approach, which at the 
first sight might look complicated and inconvenient, allows to clearly see and control 
processes of production activities as well as financing of project. Regarding a 
problem of a huge volume of information, basically it can be solved in two steps: 
qualified preparation of general boilerplates; and hiring a skilled consultant. And 
here a new problem arises. Number of qualified specialist in the area of FIDIC types 
of contracts and agreements in Kazakhstan is extremely low. Specialists 
insufficiency include not only architecture and engineering specials, it also refers to 
lawyers. Skilled consultant might be a key to a successful execution of the project. 
Thereby, lack of qualified specialists appears to be one of most serious concerns. 
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FIDIC types of contracts and agreements are recognized to be one of the most used 
ones across the world. They are translated into many languages, but Russian 
language is not among them, which is another major problem. Kazakhstan has two 
official languages – Kazakh language and Russian language. Many translations that 
exist in construction market of not only Kazakhstan, but all CIS countries are 
linguistic translations, not juridical ones. This might cause troubles when it comes to 
juridical issues. Therefore, finding truly professional lawyers in the field of 
construction contracts is vital in order to successfully execute a project. FIDIC 
contracts contain numerous references to such terms as “reasonableness”, 
“sufficiency”, and “acceptability.” When analyzing FIDIC contracts, one can often 
see the provisions stating that the Contractor shall act “as a reasonable Contractor 
taking into account the best interests of the Customer.” Similarly, the Customer shall 
“demonstrate reasonable behavior.” Presence of such norms can be explained by the 
combination of business practices attributable to any standard contract form. 
Therefore, the norms of “reasonable behavior” that may seem to be a mere 
declaration in Kazakhstan, have a quite specific content in most European countries. 
Unlike European countries, in Kazakhstan the parties to a contract will incorporate in 
such norms the meaning that often differs both from one another, and from the 
meaning incorporated therein by a competent court. 
Kazakhstani contractors got used to work with contracts based on Civil Code. When 
most of contractors, even experienced ones, see FIDIC types of construction 
contracts for the first time, they come to immediate conclusion that this is a deal for 
them on fettering terms. In point of fact, alongside increased responsibility and risks 
to be undertaken FIDIC contracts provide different contractual tools, which 
Contractor can use in his own favour in order to gain time extension, increase of 
payment, etc. 
One of clauses of contract, which often becomes a stumbling block is Acceptance of 
Works. In FIDIC contracts acceptance of works been made between parties of the 
contract. The Contractor submits works, the Engineer accepts the works and signs 
relevant papers, and then the Contractor gets paid. This is a rough explanation how it 
works. However, according to construction activities regulatory documents of 
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Kazakhstan acceptance of works is performed by a special commission, members of 
which has no correlation to neither the Owner, nor the Contractor. Thereby, 
acceptance of works can often threaten payment progress, which in turn can have a 
negative effect on final outcome of the project. Those kinds of clauses like above-
mentioned one should be examined carefully in contractual documentations. 
Structure of FIDIC contracts implies that contract agreement is a one page text, 
where name of the project, parties to contract and what they are agreed to is 
described. Meanwhile, identification of works; volume of works; dates of start and 
completion; payment schedule; and other clauses are a part of enclosure to contract. 
This approach contradicts Kazakhstan legislation, according to which main 
provisions of the contract must be reflected in contract itself, not in an enclosure to it. 
In this connection, in order to satisfy Kazakhstan legislation main provisions should 
take a place not only in enclosure, but in contract agreement as well. There are no 
reasons why such structure could not be used in Kazakhstan.  In practical setting, 
many companies prefer combining general and special parts through transposing 
provisions from special part into general part and inserting them in relevant articles 
to simplify the contract. The main question concerning contract structure while 
applying FIDIC forms in Kazakhstan is whether the complex two-component 
structure of the contract is worth applying or not. 
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7.  CONCLUSIONS AND RECOMMENDATIONS 
Construction industry is one of major industries in present world economy. Its 
influence on peoples’ life cannot be underrated. Each construction project starts with 
an idea. Then ideas fulfilled by professionals. Every participant of construction 
project has some specific obligations. Final success of each project depends on how 
responsibly and professionally parties of construction project perform their duties. In 
order for participants of project to carry out their obligations in expected proper 
manner a binding document is required, and construction contract is that document. 
Definition of construction contract is that with what present study starts. However, 
not all written agreements are contracts. Conditions that make an agreement become 
a contract are given next. One of those conditions is Competent Parties. Each party 
of construction contract has its own special name and specific obligations connected 
with it. Construction contract players and their duties are given next. The Owner and 
the Contractor are two main players of any construction contract. Duties of each 
party may vary depending on type of construction contract. There are several 
common types of construction contracts each having its own unique properties. Risks 
related with each of them are also one of those properties.  
Despite of general assumption that risks are wholly negative occurrences, literature 
review shows that this perception has changed in recent times. Risks can bring not 
only threats, but they can also grant opportunities. However, for this study a 
traditional approach towards risks was used. As construction contracts have varieties, 
construction risks have their own varieties as well. A huge variety of studies was 
conducted, tens of books were written, and hundreds of papers were issued all 
regarding construction risks. Every author classifies construction risks differently. 
Majority of risks arise from following types of construction risks: delivery and 
operational risk; technological risk; financial risk; procurement or contractual risk; 
political risk; environmental risk; social or cultural risk; and economic risk. Risks are 
threats, as it was mentioned earlier, and threats needs to be managed in order to 
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reduce their possible negative effects on the outcomes of the project. Studies 
concerning this issue were conducted in almost equal amount. Risk and risk 
management are two inseparable terminologies. 
Risks related to domestic construction differs from those related to international 
construction. Globalization opened new opportunities and new markets across the 
geographic spectrum. International construction gives new chances to those who 
decide to undertake it, but at the same time international construction conceal in it 
bigger threats. Expanding operations overseas is an important decision, which should 
be taken wisely. M.Hastak and A.Shaked proposed their own hierarchy of risks 
related to international construction. According to them risks involved in the 
international construction market needs to be analysed in three different levels: 
Macro level – specifies the general risk of the investor planning to work in a given 
country; Market level – risk connected with particular international construction 
market. Market level also includes influence of the macro level on the given market; 
Project level – represents the specific project risks in a given market, which includes 
the influence of both market level and macro level. 
Among all described risks contractual risks take a special place. International 
Federation of Consulting Engineers (FIDIC) classifies risks in international 
construction contracts into four major groups: natural risks; political and social risks; 
economic and legal risks; and behavioral risks. At the present time FIDIC is the 
largest international authority that unites consulting engineers all over the world. 
FIDIC membership covers representatives of 94 countries around the world. Among 
many different objectives of FIDIC one takes a special place. It is a production of 
standard forms of contract for civil engineering projects. FIDIC is a leading authority 
on construction contracts globally. The forms of contract are drafted for use on a 
wide range of project types. The main forms are differentiated by the color of their 
covers: the Red Book; the Yellow Book; the Silver Book; the Green Book; the Pink 
Book; the Blue Book; the White Book; the Gold Book; and the Conditions of 
Subcontract for Construction. The choice of form depends on the type of project 
being contemplated. 
Beside FIDIC a number of other authorities have their own forms of contract. 
Institution of Civil Engineers has 6 ICE Conditions of Contract. The ICE documents 
 107 
are traditionally for Engineering Contractors. Traditionally they were Engineer based 
contracts where the Owner appointed the Engineer. The Joint Contracts Tribunal 
includes nine major types of form. The JCT range of contracts are fundamentally 
building rather than civil engineering contracts but are used for projects where both 
building and civil engineering works are involved. New Engineering Contracts 
provide a range of contracts regarding construction activities under three major 
categories: NEC3 Works Contracts; NEC3 Service Contracts; and NEC3 Supply 
Contracts. NEC was developed as reaction to other more traditional forms of 
construction contracts. The American Institute of Architects organizes their contract 
documents by two methods: by series based on the use of the document, and; by 
families based on types of projects or particular project delivery methods. However, 
as it was mentioned earlier FIDIC types of contract and agreements are the most 
commonly used ones. FIDIC contracts were originally developed for the usage in 
developing countries and Kazakhstan is one of them. 
Kazakhstan is a young country located in Central Asia, which gained its 
independence in 1991. It’s ninth largest country in the world and it has borders with 
Russia, China, Kyrgyzstan, Uzbekistan, and Turkmenistan. With 17 million people 
Kazakhstan has the 62nd largest population in the world. Kazakhstan’s Gross 
Domestic Product in 2012 was equal to 203,521 million of US dollars, which gave 
Kazakhstan 50th place in Competitiveness Ranking among all countries in the world. 
GDP growth in 2012 was 5%, meanwhile inflation rate was 5.1%. Country’s Human 
Development Index was 0.754 points in 2012, leaving it in 64th place in the table of 
175 countries. Kazakhstan holds 50th place in Doing Business Index in 2014; 
Corruption Perceptions Index of the country in 2013 was at the level of 26, which put 
Kazakhstan in 140th place among 176 countries. Share of construction industry in 
GDP of the country was equal to 7,6% in 2011, number of construction companies in 
2011 was 7798. Investments in capital assets in 2009 were equal to 30,826 billion 
USD; construction-and-assembling operations disbursement was 12,377 billion USD 
of which 1,968 billion USD was used for residential housing; 6,4 million square 
meters of residential houses was put in commissions. Construction activity in 
Kazakhstan is regulated by 2225 documents in the field of architecture, urban 
planning and construction. Government of the Republic of Kazakhstan launched a 
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number of Programs aimed on development of construction industry and attraction of 
investments. Construction industry of Kazakhstan is characterized by following 
strength: capacious market, availability of Development Institutions, state policy on 
support of development of industry, availability of sufficient raw materials sources, 
firm growing demand on building materials, development of different concomitant 
sectors, and; weaknesses: low level of technical equipment, high rate of tear-and-
wear of manufacturing equipment; slow replacement of fixed assets; enterprises’ 
insufficiency of floating assets and capitals for modernization and technical re-
equipment of production; high energy-intensive and resource-intensive production 
manufacturing; undeveloped regulatory-informational support; territorial imbalance 
of enterprises allocation; enterprises’ high dependency on availability and cost of 
transportation services; investments insufficiency for the development of new 
import-substituting and export-oriented manufactures; seasonal prevalence demand 
in construction; acute shortage of specialists; undeveloped quality control system for 
imported goods; imperfect system of technical regulation; out-of-date estimate-
regulatory plan. 
Despite of a large number of weaknesses construction sector of Kazakhstan is still 
attractive for foreign investors meanwhile Government of the Republic of 
Kazakhstan is trying to create better conditions for potential investors. Some laws 
and rules were changed in favor of increase of investment attractiveness of the 
country. For instance, procedures for commencement of construction works became 
shorter and easier. Same is valid for the contractual issues. If previously use of 
domestic standard types of construction contracts was absolute, in recent times this 
tendency started to change. International players who enter Kazakhstan construction 
market give their preferences to contracts they are familiar with and here is where 
problems start to arise. Legislation system of Kazakhstan has significant differences 
in comparison with Western European. Some of the definitions and rules that 
common in most of the countries of Western Europe are might be completely 
missing in legislation system of Kazakhstan. This problem gets my amplified by 
absence of legal translation of FIDIC types of contracts and agreements into Russian 
language. Translations that are present at construction sector of Kazakhstan are 
mostly linguistic translations, not juridical ones. Absence of qualified translation in 
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turn affects a full usage of advantages of FIDIC types of contracts. Parties might be 
misled by unauthentic and unreliable translation. Besides, FIDIC types of contracts 
are highly detailed, and require large number of paperwork, for that reason 
Kazakhstani construction industry players are unwilling to sign a deal under FIDIC 
conditions. High detailing level of FIDIC contracts maybe would not have this much 
opposition, if local qualified specialist in the field of FIDIC contracts would have 
been sufficient. Lack of skilled professionals is a rather big gap in implementation of 
FIDIC contracts. In these conditions finding an experienced and skilled consultant is 
vital. 
In spite of all aforesaid difficulties, implementation of FIDIC types of contacts and 
agreements is necessary. It would be a step forward for construction sector of 
Kazakhstan in integration into global construction industry. Use of FIDIC contracts 
in domestic projects would have increased experience of local contractors. This, in 
turn, would have increased competitiveness of local contractors in international 
projects. In addition, all-round use of FIDIC contracts would have increased 
investment attractiveness of Kazakhstan greatly, which would result in faster 
development of the industry. 
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